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Message from the 

Honourable Ed Fast, 

Minister of International Trade and 
Minister for the Asia-Pacific Gateway 


Honourable Ed Fast 


Minister of International Trade and 
Minister for the Asia-Pacific Gateway 


am pleased to present the 2011 edition 

of Canada’s State of Trade. This report pro- 

vides an overview of Canada’s interna- 
tional commercial performance during the 
past year. 

The economic climate of the last few 
years has been very challenging. However, 
after enduring the steepest recession in 80 
years, the Canadian and global economies 
posted robust growth. Canada has exhibited 
one of the fastest rates of economic growth 
in the G-7—an economic performance that 
the International Monetary Fund projects 
will continue into the future. 


Since the recovery from the crisis 
started in July 2009, close to 540,000 jobs 
have been created in Canada. Not only have 
we now recouped all of the jobs lost during 
the recession, but 111,000 new jobs have 
been created—the bulk of which have been 
full-time. In addition, Canada’s fiscal posi- 
tion is the strongest among the G7 and is on 
track to be first to return to balanced budgets 
among the G-7. 

The current economic environment 
nevertheless continues to present both chal- 
lenges and opportunities of unprecedented 
scale for Canada. The Harper government, 
through the Department of Foreign Affairs 
and International Trade Canada, is commit- 
ted to working with Canadian businesses to 
achieve commercial success and improve 
their bottom lines via trade, and consolidate 
Canada’s competitive position as an eco- 
nomic front-runner in the global economy. 

The Canadian government is commit- 
ted to continuing to ensure Canada remains 
an attractive and stable environment for 
business investment and economic success. 
Canada is emerging from the global reces- 
sion as one of the world’s top-performing 
advanced economies; throughout the crisis 
of the past two years, the world has looked 
to Canada as a model and an inspiration. 
Our Economic Action Plan, a low-tax plan 
for jobs and economic growth, has set the 
stage for success. The next phase of Canada’s 
Economic Action Plan, Budget 2011, is 
designed to further strengthen the financial 
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security of Canadian families by protecting 
and creating good jobs, attracting invest- 
ment via a competitive tax system, encour- 
aging innovation, and broadening and 
deepening our trading relationships. 

This plan includes the pursuit of a 
broad and ambitious free trade agenda. 
Negotiations under the Doha Round of the 
World Trade Organization remain a priority 
for Canada, but we are not relying on that 
multilateral initiative alone. Canadian jobs 
depend on Canada remaining on an equal 
footing with its competitors, many of whom 
are negotiating free trade agreements to their 
advantage in markets of interest to Canada. 
The government is thus continuing to 
aggressively move forward on opening new 
markets and unlocking the opportunities 
that freer trade can offer. 

Since 2006, the Harper government 
has concluded free trade agreements with 
eight countries, and we are continuing free 
trade negotiations with close to 50 others. 
This includes trade negotiations with the 
European Union, Canada’s second-largest 
trading partner, and India, one of the world’s 
fastest-growing economies. We are also 
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exploring the possibility of a closer eco- 
nomic partnering with Japan, and seeking to 
further deepen our trading relationship with 
the United States through key initiatives 
stemming from a Border Vision Declaration 
personally launched by Prime Minister 
Harper and President Obama in February. 

Additionally, we are seeking better ties 
and greater access to markets via foreign 
investment promotion and protection agree- 
ments and bilateral air negotiation agree- 
ments. They help Canadian investors and 
exporters grow and expand their operations 
into new markets. 

Canada’s State of Trade demonstrates 
that Canada’s international trade is on the 
upswing. The Harper government is com- 
mitted to continuing to actively position 
Canada as a trade and investment leader and 
as a Strategic business partner with access to 
the world’s largest consumer markets. I look 
forward to working with all Canadians and 
investors from around the world to build on 
the progress we have made and to pave the 
way for even greater achievements in inter- 
national commerce. 


The Honourable Ed Fast 
Minister of International Trade 
and Minister for the Asia-Pacific Gateway 


SUMMARY | 


Executive Summary 


n 2010, global economic activity contin- 

ued to recover from the severe recession 

recorded in the wake of the global finan- 
cial crisis. The economic upturn was sus- 
tained by monetary and fiscal policy 
stimulus measures. A prolonged inventory 
cycle supported the global economic recov- 
ery, as firms rebuilt their stocks in response 
to a more favourable global economic out- 
look. In addition, further normalization of 
global financing conditions and improve- 
ments in consumer and business confidence 
aided the recovery. Employment conditions 
gradually improved over the course of the 
year, following widespread job losses 
throughout the preceding two years. The 
overall improvement in the economic situa- 
tion and the rebound in activity was accom- 
panied by a strong recovery in world trade, 
particularly in the first half of the year. 

In the second half of the year, the 
global recovery lost some momentum in the 
light of waning support from the global 
inventory cycle along with the retrench- 
ment of fiscal stimuli. Several countries also 
announced consolidation measures to 
address their precarious fiscal situations. As 
a result, global trade dynamics also slowed 
in the second half of 2010, with trade 
expanding at a slower pace than in the first 
six months. 

However, the pace of the recovery was 
rather unbalanced across regions. In 
advanced economies, the pickup remained 
fairly modest. At the same time, the emerg- 
ing economies experienced continued buoy- 
ant economic growth, particularly in Asia 


and South America, to lead the global recov- 
ery. This has accelerated the longer-term 
structural realignment in global economic 
activity in favour of Asia, notably toward the 
emerging economies of China and India. 

For the year as a whole, world real GDP 
grew by 5.0 percent in 2010, up from a 
0.5-percent contraction in 2009. The 
advanced economies posted economic 
growth of 3.0 percent in 2010, after having 
registered a decline of 3.4 percent the previ- 
ous year. In contrast, the expansion was 
more robust in the developing economies, 
as growth accelerated to 7.3 percent last year, 
following a 2.7-percent increase in 2009. 

Within the developed economies, the 
advanced economies of Asia fared the best 
as the Newly Industrialized Economies of 
Asia advanced by 8.4 percent, while Japan 
posted the fastest growth among the major 
advanced economies at 3.9 percent. The 
United States posted its strongest growth 
since 2005, up 2.9 percent in 2010 following 
a 2.6-percent decline in 2009. At the same 
time, the recovery across most advanced 
European nations was more subdued, with 
euro zone growth registered at 1.8 percent 
after a 4.1-percent decline in 2009. In the 
United Kingdom, growth in 2010 was even 
weaker, at 1.3 percent following a 4.9-per- 
cent contraction the previous year. However, 
Germany posted a stronger increase of 3.5 
percent last year. 

Growth in emerging Asia outpaced all 
other regions in 2010, led by China and 
India at 10.3 percent and 10.4 percent, 
respectively. The next fastest-growing region 
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among the emerging economies was Latin 
America and the Caribbean. Growth in that 
region, which posted a 6.1-percent expan- 


sion in real output last year, was led by | 


Brazil, which advanced by 7.5 percent. Sub- 


Saharan Africa avoided a contraction during | 


the global recession of 2009 and grew rap- 
idly last year, up 5.0 percent. The economic 
performance of the Commonwealth of Inde- 
pendent States region and that of emerging 
Europe were similar in 2010, with the former 
growing by 4.6 percent and the latter by 4.2 
percent, while growth in the Middle East 
trailed all other regions, coming in at 3.8 
percent for 2010. 

In line with the recovering global eco- 
nomic situation, the pace of Canadian real 
economic activity rebounded in 2010, up by 
3.1 percent after having suffered a 2.5-per- 
cent decline a year earlier. The economy 
began expanding in the second half of 2009 
and posted growth in all four quarters of 
2010. Output expanded in all provinces and 
territories in 2010. All major expenditure 


categories advanced, with the exception of | 


net trade. Inflation remained subdued, at 1.8 
percent for the year. Job growth resumed in 
2010 after a setback in 2009. Job gains were 
widespread both regionally and sectorally, 
although not all regions or sectors posted 
gains. The national unemployment rate fell 
from 8.3 percent in January to 7.6 percent 
in December, averaging 8.0 percent for the 
entire year. Largely as a result of rising com- 
modity prices, the Canadian dollar appreci- 
ated against all major currencies and ended 
the year above parity with the U.S. dollar. 
After the sharpest recorded contraction 
in 2009, the volume of world trade 
rebounded in 2010 with the greatest 
recorded expansion, returning to its pre- 
recessionary level. However, because of lower 
commodity prices in 2010 than in 2008 (e.g., 
crude oil), world merchandise exports 
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remained 5.4 percent below their 2008 peak 
level, in U.S. dollar terms. Expressed in U.S. 
dollars, Canadian merchandise exports to the 
world grew at the same pace as overall world 
exports, or by 22 percent in 2010. At the 
same time, Canadian exports of services grew 
at nearly double the pace of world services 
exports—15 percent versus 8 percent. How- 
ever, these metrics are based on.data con- 
verted into U.S. dollars and they include the 
effect of the appreciation of the Canadian 
dollar against its U.S. counterpart. 

In Canadian dollar terms, Canadian 
exports of goods and services to the world 
rebounded by 8.7 percent in 2010, with 
goods exports ahead by 9.5 percent and serv- 
ices exports up by 4.4 percent. On the 
imports side, imports of goods and services 
rose by 9.2 percent, as goods imports 
advanced by 10.4 percent and services 
imports were up by 4.0 percent. 

Overall, Canadian exports and imports 
of goods and services to and from all major 
markets increased in 2010. Gains in goods 
and services exports were led by Japan, the 
EU, and the United States, with advances of 
10.5 percent, 10.4 percent and 8.8 percent, 
respectively. For imports of goods and serv- 
ices, the advances were led by the rest of the 
world and Japan, with imports up 12.8 per- 
cent and 9.4 percent, respectively. 

By sector, most of the advances in 
goods exports were recorded for industrial 
goods and materials, automotive products, 
and energy, while exports of machinery and 
equipment, other consumer products, and 
agricultural and fishing products fell. In 
contrast, imports were up across the board. 
Services exports and imports were up in all 
major categories, except for exports of gov- 
ernment services and imports of commercial 
services. Canada traditionally runs services 
trade deficits for travel, transportation, and 
commercial services and a surplus for 


government services; however, in 2010, 
the country posted its first trade surplus 
for commercial services. 

The appreciation of the Canadian dol- 
lar against the other major currencies caused 
substantial downward revaluations of Cana- 
dian direct investment abroad in 2010, low- 
ering the value of direct investment 
holdings abroad by $35.5 billion. Thus, 
despite the net acquisitions and the strong 
investment in existing affiliates during the 
year, there was an overall 0.7-percent 
decrease in the value of Canadian direct 
investment abroad last year. At the same 
time, foreign direct investment inflows into 
Canada picked up in 2010, and increased 
the stock of inward direct investment in 
Canada by 2.6 percent. Notwithstanding 
these movements, the stock of Canadian 
direct investment abroad still exceeded that 
of foreign direct investment in Canada. 


Special feature: The evolution of 
global value chains 


A key structural change in the global econ- 
omy in recent decades has been the rising 
importance of global value chains (GVCs). It 
is increasingly rare that a good or service is 
completely produced in one location and 
then the final good exported to the end con- 
sumer in another. Rather, value chains are 
fragmenting with different stages being per- 
formed in different jurisdictions based on 
cost competitiveness. For example, design 
and research could be conducted in one 
place, the assembly done in another with 
parts coming in from around the world, and 
the entire process managed from a third, all 
to serve a global market. This implies grow- 
ing trade, particularly in parts, but also in 
services, as well as increased flows of people, 
ideas, and investment. 

The factors driving the growth in GVCs 
are not completely understood, hence it 
remains unclear whether or not the impact 


of GVCs will continue to grow, or stagnate— 
or even decline. Claims that GVCs have 
arisen due to declining transportation costs 
and improving information and telecommu- 
nications technologies (ICTs) have not yet 
been substantiated. Indeed, recent research 
indicates that the current rise of the GVC 
may be less influenced by the costs of trans- 
portation in a traditional sense, and more by 
the increased speed of transportation. This 
argument is supported by evidence showing 
that a growing share of trade, particularly in 
intermediate inputs, occurs by air—a fast, yet 
relatively expensive mode of transportation. 
Likewise, the role of enhanced ICTs in trade 
remains unconfirmed. Other key factors, 
which include declining tariff rates and the 
opening to trade of a large portion of the 
global economy, may be more significant 
and, more importantly, under the control of 
policymakers. 

Three trends are increasingly associated 
with the rise of the GVC: outsourcing, off- 
shoring, and inshoring involve the move- 
ment of production activities out of a firm, 
out of a country, and into a country, respec- 
tively. Despite the prominence that they 
receive in the media, according to recent evi- 
dence, offshoring and inshoring are rela- 
tively rare occurrences. Furthermore, they 
tend to balance each other out when they 
are used. Offshoring of low-skill activities 
benefits Canadian companies and workers 
by increasing their productivity and compet- 
itiveness, which in turn translates into more 
and better-paying jobs for Canadians. Evi- 
dence also suggests a corresponding net 
movement into Canada of a number of key 
high skill activities. The extent to which 
Canada can prosper within the rapidly 
changing global economic landscape will 
depend on Canada’s ability to create an eco- 
nomic environment that attracts and retains 
high value-added activities aimed at improv- 
ing the standard of living for all Canadians. 
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Overview and Global Prospects 
e global recovery, which gained a 
foothold toward the middle of 
2009, picked up speed at the start of 
2010 before decelerating during the second 
half of last year. This slowdown reflects a 
normal inventory cycle. As businesses 
moved to replenish depleted inventories 
early in the year, economic activity 
expanded more rapidly. 

However, the pace of activity remains 
geographically uneven, with employment 
lagging in several countries. Economies that 
are running behind the global recovery typ- 
ically suffered large financial shocks during 
the crisis, often related to housing booms 
and high external indebtedness, or they are 
facing financial market pressures. Broadly 
speaking, the recovery is moving at two 
speeds, with large output gaps in most 
advanced economies and closing or closed 
gaps in emerging and developing economies. 

In major advanced economies, eco- 
nomic growth has been modest, especially 
considering the depth of the recession, reach- 
ing just 3.0 percent in 2010 (Table 1-1). In the 
United States and the euro zone, the econ- 
omy is following as weak a path as that fol- 
lowing the recessions of the early 1990s, 
despite a much deeper fall. Meanwhile, those 
advanced economies in Asia have experi- 
enced a strong rebound. Overall, growth is 
insufficiently strong to make a major dent in 
high unemployment rates, particularly in the 
advanced Western economies. 


In contrast, many emerging and devel- 
oping economies have seen robust growth, 
reaching 7.3 percent in 2010, and have low 
unemployment rates. In a growing number 
of these economies, there is evidence of 
tightening capacity constraints. Among 
emerging and developing economies, those 
in Asia are in the lead, followed by those in 
Latin America and the Caribbean, whereas 
those in eastern Europe are only just begin- 
ning to enjoy significant growth. 

In most advanced economies, the 
handoff from public to private demand is 
proceeding smoothly, reducing concerns that 
diminishing fiscal policy support might 
cause a “double-dip” recession. Financial 
conditions continue to improve, although 
they remain somewhat fragile. In many 
emerging market economies, demand is 
robust and overheating is a growing policy 
concer. Rising food and commodity prices 
pose a threat to poor households, adding to 
social and economic tensions, notably in the 
Middle East and North Africa. 

World real GDP growth is forecast to be 
about 4.5 percent in 2011 and 2012, down 
modestly from 5.0 percent in 2010. Real GDP 
in advanced economies and emerging and 
developing economies is expected to expand 
by some 2.4 percent and 6.5 percent, respec- 
tively. Downside risks continue to outweigh 
upside risks. In advanced economies, weak 
sovereign balance sheets and still-moribund 
real estate markets continue to present major 
concerns, especially in certain euro zone 


1 Statistics, estimations, and projections in this chapter come from the International Monetary Fund’s World Economic 
Outlook, April 2011, supplemented by statistics from the U.S. Bureau of Economic Analysis, the Japan Cabinet Office, 
the European Central Bank, the U.K. Office for National Statistics, and the World Economic Outlook April 2011 database. 
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economies; financial risks are also a concern 
as a result of the high funding requirements 
of banks and sovereigns. New downside risks 
are building on account of commodity 


TABLE 1-1 


prices, notably for oil, and, concurrently, 
geopolitical uncertainty, as well as overheat- 
ing and booming asset markets in emerging 
market economies. 


Real GDP Growth (%) in Selected Economies 


(2007-2010 and forecast 2011-2012) 


2007 2008 
World 5.4 VRS) 
Advanced Economies rh O2 
Canada Ze OS 
United States eg 0.0 
United Kingdom 2./ -0.1 
Japan 2.4 -1.2 
Euro Zone IS) 0.4 
of which France Pass 0.1 
of which Germany 2.8 0.7 
of which Italy BES) -1.3 
NIEs Se 1.8 
Hong Kong 6.4 2.3 
Korea! Shy 2:3 
Singapore 8.8 ES 
Taiwan 6.0 0.7 
Developing Economies 8.8 6.1 
Developing Asia 11.4 Lan 
of which China 14.2 26 
of which India 29 6.2 
of which ASEAN-S 6.4 4.7 
Indonesia 6.3 6.0 
Malaysia 6.5 4.7 
Philippines Tol oar 
Thailand! 5.0 2.95 
Vietnam 8.5 6.3 
CS: 9.0 oe 
of which Russia’ 8.5 2 
Middle East 6.2 Sab 
Latin America/Caribbean 57 4.3 
of which Brazil! 6.1 oa 
of which Mexico a2 LS 
Africa Fie 5.6 
Emerging Europe Jac) Duds 


1: IMF forecast for 2010. 


2009 2010 2011 2012 
-0.5 5.0 4.4 4.5 
-3.4 3.0 2.4 2.6 
-2.5 Bok 2.8 2.6 
-2.6 27 2.8 20 
-4.9 1.3 Le aus 
-6.3 a 1.4 2:1 
-4.1 i 1.6 1.8 
-2.9 Fe 1.6 1.8 
-4,7 Bhs) He Hird § 
-5.2 | he: ied io 
-0.8 8.4 4.9 4.5 
-2.7 6.8 5.4 4.2 
0.2 6.1 4.5 4.2 
-0.8 14.5 Suz 4.4 
-1.9 10.8 5.4 Shy 
a LS 6.5 6.5 
Ties 23 8.4 8.4 
92 10.3 9.6 93 
6.8 10.4 8.2 7.8 
Le 6.9 5.4 S72 
4.6 6.1 6.2 6.5 
-1.7 72 Ss) Jee 
Lt Fie 5.0 5.0 
-2.3 7.8 4.0 4.5 
335 6.8 6.3 6.8 
-6.4 4.6 5.0 4.7 
-7.8 4.0 4.8 4.5 
1.8 3.8 4.1 4.2 
-1.7 6.1 4.7 4.2 
-0.6 1s) 4.5 4.1 
-6.1 See 4.6 4.0 
2.8 5.0 a) me, 
-3.6 4.2 a 4.0 


Source: IMF World Economic Outlook database, April 2011 and U.S. Bureau of Economic Analysis. 
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However, there is also the potential for 
upside surprises to growth in the short term, 
owing to strong corporate balance sheets in 
advanced economies and buoyant demand 
in emerging and developing economies. 


United States 


Following a burst of strong growth driven by 
inventory restocking in late 2009 and early 
2010, U.S. economic growth slowed but then 
strengthened again in the second half of 
2010. For the year as a whole, real GDP 
increased 2.9 percent in 2010 after decreasing 
2.6 percent in 2009. It was the strongest rate 
of real expansion in the United States since 
2005S. The gain primarily reflected upturns in 
exports, non-residential fixed investment, 
consumer spending, and inventory invest- 
ment, and a smaller decrease in residential 
fixed investment; an increase in imports con- 
stituted the main drag on domestic growth. 

The 1.7-percent upturn in consumer 
spending in 2010 added 1.26 percentage 
points to real GDP growth after subtracting 
0.84 percentage point a year earlier and 
reflected upturns in durables, non-durables, 
and services. Durables in particular were up 
strongly—7.7 percent in real terms over 
2009 levels—followed by non-durables 
(2.7 percent) and services (0.5 percent). Per- 
sonal incomes rose 3.1 percent in nominal 
terms, while headline inflation was 1.6 per- 
cent in 2010. 

The rise in non-residential fixed invest- 
ment added 0.55 percentage point to real 
GDP growth and reflected a 15.3-percent rise 
in equipment and software and a smaller 
decrease (from a 20.4-percent drop in 2009 to 
a 13.7-percent decline in 2010) in structures. 

Residential fixed investment subtracted 
0.07 percentage point from real GDP growth 
in 2010. However, after declining by 24.0 
percent in 2008 and 22.9 percent in 2009, the 


2 IMF World Economic Outlook, April 2011, Chapter 2. 
3 Ibid. 
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decline in 2010 was a more modest 3.0 per- 
cent. Nonetheless, it subtracted from real 
GDP growth. 

The swing in inventory investment 
added 1.40 percentage points to real GDP 
growth after subtracting 0.55 percentage 
point in 2009. 

U.S. real exports of goods and services 
advanced 11.7 percent in 2010 after posting 
a 9.5-percent retraction in 2009. The 
improvement in exports added 1.34 percent- 
age points to real GDP growth, reflecting 
widespread upturns in exports of goods. 
Exports of services also turned up. However, 
real imports of goods and services posted a 
stronger rebound in 2010, up 12.6 percent 
after registering a 13.8-percent decline the 
previous year. At the same time, higher 
imports subtracted 1.83 percentage points 
from real GDP growth, mostly reflecting 
widespread upturns in imports of goods. 
Thus, net exports became a drag on the U.S. 
economy in 2010, removing 0.49 percentage 
point from real economic growth. 

Government spending slowed, reflect- 
ing a larger decrease in state and local gov- 
ernment spending and a slowdown in federal 
government spending. 

Recovery in the labour market remains 
sluggish. After shedding 8.75 million jobs 
between January 2008 and February 2010, 
the labour market has added just under 
1.5 million jobs since the trough, barely suf- 
ficient to keep up with the growth of the 
working-age population. The employment- 
population ratio is thus largely unchanged 
since the start of the recovery.” About a third 
of the decline in the unemployment rate 
since October 2009—to 8.8 percent in March 
2011—is attributable to a decline in labour 
force participation, which now stands at its 
lowest level in more than a quarter century.’ 
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Moreover, long-term unemployment 
and broader measures of underemploy- 
ment—including the share of workers invol- 
untarily working part-time or only marginally 
attached to the labour force—remain well 
above historic highs according to the IMF. 
The agency argues that the crisis may also 
have increased structural unemployment in 
the United States because severe sectoral and 
regional shocks have created mismatches 
between labour skill supply and demand. 

The U.S. economy is projected to grow 
by 2.8 percent this year, edging up to 2.9 per- 
cent in 2012, with gradually firming private 
final demand offsetting the waning support 
from federal fiscal policy. The mid-December 
fiscal package implies slightly more than a 
half percentage point addition to growth this 
year, although recent proposals to curb fed- 
eral spending would reduce the overall 
impact of the spending. The IMF expects that 
the drag on 2011 growth from oil price 
increases will largely offset the boost from the 
Federal Reserve’s policies of quantitative eas- 
ing and from stronger net exports. Unem- 
ployment is projected to remain high, 
declining only moderately to about 7.8 per- 
cent in. 2012, 


Japan’s growth in 2010 was the fastest among 
the major advanced economies, driven by 
sizable fiscal stimulus and a rebound in 
exports. After two consecutive years of con- 
traction, the Japanese economy rebounded 


in 2010, registering a 3.9-percent rate of | 


growth for real GDP. The pick up reflected 
strong expansion of exports, a boost in 
inventory investment, and rising govern- 
ment and household consumption that was 
partly offset by increased imports. 

A 24.0-percent increase in real exports 


led the advances. The gain effectively | 


reversed the 23.9-percent decline in exports 
in 2009. At the same time, real imports 
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expanded by 9.8 percent after declining by 
15.3 percent a year earlier. For the year as a 
whole, exports contributed 3.0 percentage 
points to real GDP growth while imports sub- 
tracted 1.2 percentage points from growth. 

The replenishment of inventories 
added 0.6 percentage point to real GDP 
growth after subtracting 1.5 percentage 
points in 2009 and 0.2 percentage point the 
year before. 

Similarly, Japanese private consump- 
tion reversed two years of contraction by 
expanding 1.8 percent last year. Households 
led the advance as household consumption 
grew by 1.9 percent. Overall, growth in pri- 
vate consumption added 1.1 percentage 
points to GDP growth in 2010. 

Weaknesses in the Japanese housing 
sector persist. The decline in residential fixed 
investment removed 0.2 percentage point to 
real GDP growth in 2010, reflecting a 6.3-per- 
cent decline in residential investment. Japan- 
ese residential fixed investment had fallen by 
14.0 percent, 8.0 percent, and 9.6 percent in 
2009, 2008, and 2007, respectively. 

Non-residential fixed investment 
expanded by 2.1 percent in 2010, adding 
0.3 percentage point to real GDP growth. In 
comparison, non-residential investment had 
declined by 16.7 percent in 2009 and by 
1.4 percent in 2008. 

Finally, government consumption 
expanded by 2.3 percent last year while pub- 
lic investment was down by 3.2 percent. 
Overall, public demand added 0.3 percentage 
point to real GDP growth in 2010. 

Looking forward, there are large uncer- 
tainties for Japan associated with the Tohoku 
earthquake. Official estimates of the damage 
to the capital stock are about 3 to 5 percent 
of GDP, roughly twice that of the 1995 Kobe 
earthquake. This, however, does not account 
for the effects of possible power shortages 
and ongoing risks associated with the crisis 
at the Fukushima Daiichi nuclear power 


plant. Assuming that the power shortages 
and the nuclear crisis are resolved within a 
few months, the IMF projects growth in 
Japan to slow to 1.4 percent in 2011 before 
recovering to 2.1 percent in 2012. 


Euro zone 


In Europe, the recovery is proceeding mod- 
estly. Overall, real activity in the region 
remains below its potential level and unem- 
ployment remains high, with substantial vari- 
ation across economies. According to the IMF, 
concerns about banking sector losses and fis- 
cal sustainability led to widening sovereign 
spreads in euro zone countries, in some cases 
reaching highs not seen since the launch of 
the Economic and Monetary Union. 

After posting a 4.1-percent decline in 
real GDP in 2009, growth in euro zone real 
output was up 1.8 percent last year. Gains 
were modest across most sub-components of 
GDP with the exception of trade, which 
posted vigorous rates of expansion. 

Real exports were up 11.6 percent in 
2010 while real imports advanced 10.7 per- 
cent as net exports contributed 0.8 percent- 
age point to overall GDP growth. 

The remaining 1.0 percent of growth 
came from domestic demand. Private con- 
sumption and inventory replenishment both 
contributed 0.5 percentage point to real 
growth, as real consumption was up 0.8 per- 
cent. Government consumption was also up, 
advancing 0.7 percent to contribute a further 
0.2 percentage point to growth; however, a 
0.8-percent decline in euro zone gross fixed 
capital formation (GFCF) removed 0.2 per- 
centage point from growth. For GFCE, it was 
the third consecutive annual decline. 

The euro zone is not without its prob- 
lems and the outlook is for a continued grad- 
ual and uneven expansion. In 2011, the 
largest economies in the region (e.g., France, 
Germany and Spain) will implement meas- 
ures to reduce their deficits, while other 
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countries that have come under market pres- 
sure (e.g., Greece, Ireland and Portugal) will 
continue with sizable front-loaded consoli- 
dation. Additionally, financial systems in 
Europe remain vulnerable and several key 
issues need to be addressed. In particular, 
questions about asset quality remain largely 
unresolved while some euro zone banks face 
significant capital shortfalls. 

Euro zone real GDP is projected to 
grow at 1.6 percent in 2011 and 1.8 percent 
in 2012. However, prospects across the 
region are divergent, largely reflecting differ- 
ences in the state of public and private sector 
balance sheets and the stance of macro- 
economic policies. 

In particular, growth in Germany is 
expected to moderate from 3.5 percent last 
year to 2.5 percent this year and 2.1 percent 
next year, mainly due to the withdrawal of 
fiscal support and the slowdown in external 
demand growth. In France, growth is pro- 
jected to fall in line with the euro zone aver- 
age, rising to 1.6 percent this year and 
1.8 percent in 2012, as consumption growth 
is subdued by the retrenchment of fiscal 
stimulus and export growth is weakened by 
slowing external demand. In Italy, the recov- 
ery is expected to remain weak, as long- 
standing competitiveness problems constrain 
export growth and the planned fiscal consol- 
idation weighs on private demand. Growth 
in Italy is forecast to fall below the euro zone 
average over the next few years, at 1.1 per- 
cent for 2011 and 1.3 percent for the follow- 
ing year. The austerity measures taken in 
response to the sovereign debt crisis will par- 
ticularly impact those economies most 
closely associated with the crisis: Greece is 
projected to contract by 3.0 percent in 2011; 
Portugal is also projected to post a decline of 
1.5 percent this year; and Ireland and Spain 
are expected to post modest gains of 0.5 per- 
cent and 0.8 percent, respectively. 
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United Kingdom 

After registering the largest contraction on 
record in 2009, at 4.9 percent, the U.K. econ- 
omy responded by posting growth of 1.3 per- 
cent last year. Economic expansion was 
registered for four consecutive quarters start- 
ing with the fourth quarter of 2009. How- 
ever, the recovery is sputtering as the United 
Kingdom closed out 2010 with a 0.5-percent 
decline in economic activity in the fourth 
quarter of 2010. 

As with its euro zone neighbours, gains 
were most vigorous in trade. Real exports of 
goods and services advanced 5.3 percent in 
2010 after retracting 10.1 percent in 2009. 
Goods led the increase, up 10.7 percent, 
while U.K. services exports slipped 2.3 per- 
cent. Overall, exports added 1.4 percentage 
points to economic growth in 2010. 

For imports, the rebound was some- 
what larger than that observed for exports. 
Real imports climbed 8.5 percent last year 
after posting an 11.9-percent decline the year 
before. Again, goods led the way, up 11.2 per- 
cent, while services imports nudged ahead 
1.1 percent. The increase in imports, which 
are a subtraction from GDP, removed 2.4 per- 
centage points from real growth last year. 


On the domestic front, household final 
consumption rose by 0.8 percent during 
2010 in contrast to a 3.3-percent decline the 
previous year. Expenditures on durables led 
the way, up 2.9 percent, followed by non- 
durables (1.3 percent), and services (0.5 per- 
cent), while semi-durables experienced a 
reduction of 0.4 percent. The upturn in con- 
sumer spending added 0.5 percentage point 
to real GDP growth. ; 

General government spending also 
advanced by 0.8 percent in 2010, contribut- 
ing 0.2 percentage point to growth for 
the year. 

Gross fixed capital formation increased 
by 3.0 percent in 2010, after having fallen 
by 15.4 percent in 2009. This expansion 
added 0.5 percentage point to real output 
growth in 2010. 

Inventories also posted a small net 
addition in 2010 of nearly £2.6 billion in 
constant 2006 sterling pounds in contrast to 
a £16.0 billion drawdown a year earlier. 

In the United Kingdom, growth is pro- 
jected at 1.7 percent in 2011 as front-loaded 
fiscal consolidation dampens domestic 
demand. However, the rate of expansion is 
expected to pick up to 2.3 percent in 2012. 


Decomposition of Per-Capita GDP Growth 


Economists often use a nation’s per-capita 
real GDP as an indicator of the standard 
of living of its citizens. Using a method 
called growth accounting, per-capita real 
GDP growth can be decomposed into 


three key components, which are ana- 
lyzed to determine their individual effects: 
labour productivity; labour force partici- 
pation rate; and the employment rate. The 
relationship between these components is 
described by the following equation: 


% Change in GDP Per Capita = % Change in Labour Productivity 
+ % Change in Labour Force Participation Rate 
+ % Change in Employment Rate 
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Labour productivity indicates how 
much each worker employed within an 
economy produces; the labour force par- 
ticipation rate indicates the proportion of 
the population that is available for the 
production of goods and services; and the 
employment rate indicates the proportion 
of the available population that actually 
works in the economy. 

This methodology has been applied 
to ten economies (see chart) that together 
represent the vast majority of the global 
economy. The results show how each of 
the three components described above 
affected growth in per-capita real GDP 
from 1991 to 2010 within each economy. 

in each of the ten cases, labour pro- 
ductivity was the largest—and sometimes 
the only—driver of per-capita GDP 
growth. In both India and China, increas- 
ing labour productivity was the most 
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important driver. In India, changes in the 
labour force participation rate also exerted 
a positive yet relatively minor effect on 
per-capita GDP growth. In China, a falling 
employment rate exerted a small negative 
effect on per-capita GDP growth. 

In Japan, an aging population 
exerted a downward effect on (i.e. low- 
ered) the labour force participation rate, 
leaving labour productivity as the sole 
driver of per-capita GDP growth. The 
opposite is in play in the Middle East and 
Latin America and the Caribbean, where 
a young populace continues to enter the 
labour market in force, thus positively 
affecting labour force growth in that 
region, in addition to productivity 
growth. But even here, productivity 
growth was predominant in Latin Amer- 
ica and the Caribbean as well as in the 
entire Developing Asia-Pacific region. 


Total Per Capita GDP Growth Accounting Decomposition, 1991-2010** 


Bi 
pa © Productivity Growth 
Africa @ Change in Employment Rate 
Middle East* © Change in Labour Force 


Participation Rate 
EU-27 


United States fp 


Developing 
Asia-Pacific 


5 20 45 70 95 


Data: Global Insight. 
Source: Office of the Chief Economist, DFAIT. 
*Middle East Comprises Israel, Iran and Saudi Arabia. 


120 145 


**Developing Asia-Pacific 1996-2010, Middle East 1999-2010, EU-27 1993-2010. 
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Between 1991 and 2010, both 
Canada and the U.S. saw similar growth 
in real GDP per capita; in Canada, real 
GDP per capita grew by 34.6 percent to 
reach US$35,318 in 2010, whereas in the 
U.S., real GDP per capita experienced an 
increase of 35.0 percent, reaching 
US$42,623. However, in Canada growth 
in labour productivity was only 23.5 per- 
cent over this period, but combined with 
growth in both the labour force participa- 
tion rate and the employment rate helped 
drive the growth in per-capita GDP. By 
contrast, labour productivity grew 40.0 
percent in the United States, but this effect 


Emerging Economies 
Emerging Asia 


Growth in emerging Asia outpaced all other 
regions in 2010, led by China and India at 
10.3 percent and 10.4 percent, respectively. 
Growth was supported by strong export per- 
formance, buoyant private domestic 
demand, and, in some cases, rapid credit 
growth. For the region as a whole, emerging 
Asia grew by 9.5 percent. 

However, signs of overheating are start- 
ing to materialize in a number of economies. 
Continued high growth has meant that some 
economies in the region are now operating at 
or above potential. Output gaps in much of 
the region have closed or are quickly closing. 
Inflation is also on the rise. Most of the 
increase in headline inflation in recent 
months has been due to energy prices along 
with a spike in food prices, but core inflation 
has also been increasing in a number of 
economies, most notably India. Furthermore, 
real estate prices have been rising at double- 
digit rates in a number of economies. At the 
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was partially offset by declines in the 
labour force participation rate and the 
employment rate. 

The lesson to draw from this is that 
expanding employment or the labour 
force can be important for improving 
standards of living. But, many countries 
with ageing populations are increasingly 
becoming aware that the most sustainable 
and effective means by which to achieve 
continued and long-lasting growth in 
standards of living is productivity, as evi- 
denced by the massive productivity gains 
driving growth in China, India and devel- 
oping Asia-Pacific. 


same time, credit growth is accelerating in 
some economies (e.g., India and Indonesia), 
and it remains high in China. 

Against this backdrop, growth in 
emerging Asia is expected to moderate some- 
what, although it will continue to expand 
rapidly this year and next, at a projected 
8.4 percent for both years. Export growth is 
expected to moderate from last year’s very 
rapid pace but will remain robust as gains in 
market share and increased intraregional 
trade partially offset the weakness in final 
demand from advanced economies. Capital 
flows to Asia are likely to continue, driven 
by both cyclical and structural factors. 
Autonomous private consumption growth 
should remain strong, supported by still-rich 
asset valuations and improved labour 
market conditions. 

China’s growth is expected to lead the 
region, remaining at a robust 9.6 percent this 
year and 9.5 percent next year. The drivers of 
growth are expected to shift increasingly 
from public to private demand as stimulus is 
withdrawn. Consumption will be bolstered 
by rapid credit growth, supportive labour 


market conditions, and other policy efforts 
to raise household disposable income. For 
India, growth is expected to moderate but 
remain above trend, with GDP growth pro- 
jected at 8.2 percent in 2011 and 7.8 percent 
in 2012. Infrastructure will remain a key con- 
tributor to growth, and corporate investment 
is expected to accelerate as capacity con- 
straints start to bind and funding conditions 
remain supportive. The ASEAN-5 economies‘ 
are projected to expand by 5.4 percent in 
2011 and 5.7 percent in 2012. The ASEAN-5 
will be led by Vietnam, where strong con- 
sumption and a recovery in investment will 
raise growth to 6.3 percent this year and 
6.8 percent in 2012. 

Emerging Europe 

For the region as a whole, emerging Europe 
posted solid growth of 4.2 percent in 2010. 
However, performance within the region was 
mixed, with Turkey leading the growth at 
8.2 percent, while Croatia, Romania and 
Latvia all contracted last year. 

The outlook is for a continued, gradual 
and uneven expansion. Emerging Europe’s 
growth is expected to be 3.7 percent in 2011 
and 4.0 percent in 2012. Economic prospects 
across the region seem to be converging 
toward the regional average. For leading 
Turkey, growth is expected to moderate to 
4.6 percent this year and 4.5 percent next 
year. In Poland, growth is expected to remain 
solid at about 3.8 percent this year and 
3.6 percent next year as corporate profitabil- 
ity rises, the absorption of EU funds contin- 
ues, and bank lending resumes. After 
contracting in 2010, Croatia is projected to 
record moderate growth of 1.3 percent this 
year, rising to 1.8 percent next year while 
Romania is expected to rebound to 1.5 per- 
cent this year and to 4.4 percent in 2012. 
Most of the other emerging European 
economies are expected to grow in the 2.8 to 
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3.3 percent range for 2011, with the excep- 
tion of Lithuania, which is projected to grow 
by 4.6 percent. 

Latin America and the Caribbean 
(LAC) 


Strong demand from the emerging Asian 
economies has boosted world commodity 
prices, to the benefit of Latin America and 
the Caribbean. More recently, with the 
rebound in global economic activity, exports 
to other destinations have also bounced 
back. This has encouraged strong capital 
inflows and moderate current account 
deficits. Despite the support to current 
accounts from commodity prices, however, 
deficits are widening and are projected to 
continue widening on the back of robust 
domestic demand. Additionally, the gener- 
ally buoyant conditions are associated with 
rising inflation in South and Central Amer- 
ica. On the other hand, Mexico is not facing 
overheating pressure at this time. 

Against this background, real output 
expanded by 6.1 percent last year, and is pro- 
jected to average 4.7 percent in 2011 and 
4.2 percent in 2012. As with any large region, 
however, experiences vary. 

For South American economies, the 
outlook is generally positive, albeit less robust 
than in 2010. Because of Brazil’s systemic 
importance to the region, many neighbour- 
ing countries are currently benefiting from 
its strong growth. However, projections are 
for output growth in Brazil to slip to 4.5 per- 
cent this year from 7.5 percent last year. With 
that decline, growth in South America is 
expected to moderate from 6.5 percent in 
2010 to 4.8 percent in 2011. Paraguay, the 
leading growth performer of all main LAC 
economies, at 15.3 percent in 2010, will see 
its expected growth drop to a more sustain- 
able 5.6 percent this year. Similarly, growth 
prospects for Argentina will fall to a more 


4 The Association of Southeast Asian Nations (ASEAN) comprises Indonesia, Malaysia, Philippines, Thailand and Vietnam. 
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sustainable 6.0 percent from last year’s 
9.2 percent. On the other hand, Chile is 
expected to accelerate to 5.9 percent this 
year, up from 5.3 percent in 2010. Venezuela, 
which contracted by 1.9 percent in 2010, is 
expected to return to growth this year, with 
a 1.8-percent rate of expansion. 

For Mexico, prospects continue to be 
closely aligned with those for the United 
States. In line with the improved outlook for 
the U.S. economy, real activity in 2011 is pro- 
jected to expand by 4.6 percent. 

In Central America, and-Panama in par- 
ticular, the recovery is strengthening on the 
back of external demand, and output gaps 
are almost closed. Support has also come 
from a recovery in remittance flows. These 
trends are expected to continue and the out- 
look for the region is for 4.0-percent growth 
this year and 4.3-percent growth next year, 
up from 3.6-percent growth in 2010. 

The outlook for the Caribbean coun- 
tries has improved in line with the global 
recovery. Growth in 2011 is now forecast to 
be 4.2 percent, rising to 4.5 percent in 2012. 
Much of this, however, reflects the strong 
performance of the Dominican Republic and 
post-earthquake rebuilding in Haiti. 


Nnwealtn o 2nO 


Recovery in the CIS region is proceeding at a 
steady pace, following the region’s economic 
collapse during the crisis. Several factors are 
supporting the recovery. Higher commodity 
prices are boosting production and employ- 
ment in the region’s commodity-exporting 
economies. Also, the rebound in real activity 
in Russia is benefiting other CIS economies 
through trade, remittances and investment. 
In addition, a gradual normalization of trade 
and capital flows to the region continues. 
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Real activity in the CIS region grew by 
4.6 percent in 2010 and is projected to 
expand by 5.0 percent in 2011 and 4.7 per- 
cent in 2012. However, within the region, 
growth prospects differ substantially. 

Notwithstanding the large fiscal stimu- 
lus implemented during the crisis (at about 
9 percent of GDP), Russia posted only a 4.0- 
percent rate of increase in 2010. Growth is 
projected to pick up to 4.8 percent in 2011 
and 4.5 percent in 2012. Private sector 
demand is likely to remain subdued as non- 
performing loans in the banking system con- 
strain credit and consumption growth. 
Among other energy exporters, Turk- 
menistan is expected to benefit from high 
gas prices and be among the top performers 
in the region, growing by 9.0 percent in 
2011. In Uzbekistan, growth is also projected 
to remain high, at 7.0 percent in 2011, sup- 
ported by strong domestic demand, public 
investment and commodity exports (includ- 
ing gold and cotton). 

For energy importers as a group, growth 
is projected at 5.3 percent in 2011 and 
4.9 percent in 2012 as some of these econo- 
mies (e.g., Armenia and Moldova) benefit 
from the rebound in remittances from Russia 
and others from the return of financial sta- 
bility (such as Ukraine). As in previous years, 
for most CIS economies, growth prospects 
remain highly dependent on the speed of 
recovery in Russia. 


8 f j ; 
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The Middle East region weathered the global 
crisis relatively well, posting a 3.8-percent 
rate of economic growth in 2010. However, 
spreading social unrest, rising sovereign risk 
premiums and elevated commodity import 
prices will constrain growth prospects in sev- 
eral Middle Eastern economies. 

Higher commodity prices and external 
demand helped boost production and 
exports in many economies in the region. In 


addition, government spending programs 
continue to foster recovery in many oil- 
exporting economies. At the same time, 
political discontent, high unemployment 
and rising food prices are causing social 
unrest in a number of countries, which is 
likely to dampen their short-term growth. 

Real GDP in the Middle East region is 
projected to grow at 4.1 percent in 2011, 
edging up to 4.2 percent in 2012. But 
prospects for economic growth vary widely 
across the region. 

The group of oil exporters have the bet- 
ter outlook. Growth for this group is expected 
to pick up to 4.9 percent this year. The 
strongest performer is Qatar, where real activ- 
ity is projected to expand by 20.0 percent in 
2011, underpinned by continued expansion 
in natural gas production and large invest- 
ment expenditures. In Saudi Arabia, GDP is 
expected to grow at about 7.5 percent this 
year, supported by sizable government infra- 
structure investment. However, for Iran, 
growth in 2011 is expected to stall temporar- 
ily as subsidies for energy and other products 
are phased out—a much-needed reform that 
will yield benefits in the medium term. Dis- 
ruption of oil production in Libya means 
that, given constraints on non-OPEC capac- 
ity, oil production from other OPEC suppliers 
is likely to increase in 2011. 

The economic outlook is less positive 
for oil importers. The political turmoil in 
Egypt will likely curtail output and dampen 
tourism receipts. GDP growth is thus 
expected to slow to 1.0 percent, down signif- 
icantly from the 5.1 percent registered in 
2010. In Tunisia, growth is projected to slow 
to 1.3 percent in 2011, down from 3.7 per- 
cent in 2010, as expected declines in tourism 
and foreign direct investment harm other 
sectors of the economy. 
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Sub-Saharan Africa 

Africa managed to avoid a contraction dur- 
ing the global recession of 2009 and grew 
rapidly last year. The region trailed only 
emerging Asia and Latin America and the 
Caribbean in growth in 2010 and is second 
only to developing Asia in the outlook for 
growth in 2011. Output gaps in many of the 
region’s economies are starting to close, 
although South Africa is a notable exception. 

The region grew rapidly last year, 
advancing 5.0 percent in real terms. Domes- 
tic demand growth remained robust, trade 
and commodity prices rebounded, and 
macroeconomic policies continued to be 
accommodative. Terms-of-trade gains are 
supporting the region’s external balances, 
and the gradual reorientation of exports 
toward faster-growing regions such as Asia 
has been sustained. 

Looking forward, real activity in sub- 
Saharan Africa is projected to expand by 
5.5 percent this year and 5.9 percent next 
year, but disparities will remain. 

Growth in the region is projected to be 
leaepy the resions “oll, exporters.” The 
expected strengthening of oil prices in 2011 
will help sustain the recovery for this group. 
As a whole, the African oil exporters are pro- 
jected to grow by 6.9 percent this year and 
by 7.0 percent in 2012, led by Angola. Fol- 
lowing the sharp rebound in oil production 
last year in Nigeria, oil output is expected to 
stabilize this year, and the economy is set to 
expand by 6.9 percent. Most oil exporting 
economies are planning to use the buoyancy 
of global oil markets as an opportunity to 
return to fiscal surpluses and rebuild reserves. 

At the same time, growth in Africa’s low 
income countries (LICs) is projected to 
expand by 5.9 percent this year. Ghana, the 
third-largest LIC in the region, is projected to 
grow by 13.7 percent this year as oil produc- 
tion commences in the Jubilee oilfield and 
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growth in the non-oil sector remains robust. 
The recovery in other LICs, such as Kenya 
and Ethiopia, is also expected to stay strong 
this year, supported by infrastructure invest- 
ment and improving agricultural production. 
However, political turmoil in Cote d’Ivoire 
has dampened growth prospects, and that 
economy is projected to contract by 7.5 per- 
cent in 2011. 

In marked contrast to the robust 
growth in most of the region, recovery is 
expected to be relatively weak in South 
Africa, the region’s largest economy. Despite 
an already sizable output gap, South Africa is 
expected to grow by only 3.5 percent in 
2011—a rate that is insufficient to reverse the 
substantial job losses of the past two years. 
The outlook primarily reflects the lack of 
strong domestic demand, as private invest- 
ment is held back by excess capacity. 


Assumptions and Risks 


As indicated earlier, all projections in this 
chapter stem from the IMF’s April 2011 World 
Economic Outlook. In making its projections, 
the IMF has adopted a number of technical 
assumptions that underpin its estimations. 
Key among these assumptions are that (1) for 
the advanced economies, real effective 
exchange rates remain constant at their aver- 
age levels during the period between Febru- 
ary 8-March 8, 2011; (2) established policies 
(fiscal and monetary) of national authorities 
are maintained; and (3) the price of oil will 
average US$107.16 a barrel in 2011 and 
US$108.00 a barrel in 2012. In addition, 
there are a number of working hypotheses 
concerning various deposit rates in the 
world’s financial sectors. Interested readers 
should consult the Outlook for further details 
on these technical assumptions. 

For the most part, the assumptions 
made by the IMF modellers are based on offi- 
cially announced budgets, adjusted for dif- 
ferences between the national authorities 
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and the IMF regarding macroeconomic 
assumptions and projected fiscal outcomes, 
with medium-term projections incorporating 
policy measures that are judged likely to be 
implemented. Similarly, assumptions about 
monetary policy are based on the established 
policy framework in each country. 

One of the key assumptions of the fore- 
cast relates to oil prices being in the US$107- 
US$108 per barrel range. There is a risk to 
growth relating to the potential for oil prices 
to surprise further on the upside because of 
supply disruptions. The IMF has examined 
the case of a temporary disruption pushing 
prices to US$150 per barrel and found that it 
would lower real GDP in the advanced 
economies, in Asia and in Africa by three- 
quarters of a percentage point, and lower 
output in Latin America and the Caribbean 
by one-half of a percentage point. For the CIS 
and the Middle East, higher prices would 
yield output gains. 

In addition, the outlook for activity a 
year ago was unusually uncertain because 
of downside risks stemming from fiscal 
fragilities. Over the course of the past year, 
financial risks declined as the recovery 
gained foothold. Improvements in macro- 
economic performance and strong prospects 
for emerging market assets have supported 
overall financial stability. Accommodative 
macroeconomic conditions have helped ease 
balance sheet risks and have spurred an 
increase in risk appetite. However, significant 
fiscal and financial vulnerabilities still exist. 

The key downside risks stem from high 
leverage and limited improvements in credit 
quality in advanced economies and building 
credit risks in some major emerging market 
economies. In particular, weak sovereign bal- 
ance sheets in several advanced economies 
raise the potential for high volatility in inter- 
est rates and risk premiums. Additionally, 
bank exposure to real estate continues to 
pose downside risks. Real estate markets are 
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moribund in a number of advanced 
economies and the number of homes at risk 
of foreclosure remains significant. In the 
meantime, new risks are appearing because 
of booming real estate markets in emerging 
market economies. Finally, the risk of over- | 
heating in some emerging market economies 
cannot be ignored. Growth in these | 
economies could surprise on the upside in | 
the short term because of relatively loose | 
macroeconomic policies, but medium-term | 
risks are to the downside. These risks repre- 
sent higher interest rates, weaker future 
income growth and the potential for a large 
drop in commodity prices. 
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CHAPTER 2 


Overview of World Trade 
Developments 


fter the sharpest contraction on 
Aw in 2009, the volume of world 
trade rebounded in 2010 to return to 
its 2008 peak level—the greatest expansion 
ever registered. 
Global export volumes increased by 
14.5 percent last year. Developed economies 
recorded export growth of 12.9 percent in 
volume terms over the course of the year 
while shipments from the rest of the world 
(including developing economies and the 
Commonwealth of Independent States 
[CIS]) rose by 16.7 percent. 
Asia exhibited the fastest real export 
growth of all regions in 2010, with a jump of 
23.1 percent, led by China and Japan, whose 


shipments to the rest of the world rose by | 


28.4 percent and 27.5 percent, respectively. 
Meanwhile, the United States and the Euro- 
pean Union saw their exports growing more 
slowly at 15.4 percent and 11.4 percent, 
respectively. Imports were up 22.1 percent 
in real terms in China, 14.8 percent in the 
United States, 10.0 percent in Japan, and 9.2 
percent in the European Union. 

Regions that export significant quanti- 
ties of natural resources (Africa, the CIS, the 
Middle East and South America) all experi- 
enced relatively low export volume growth 
in 2010, but stronger increases in the dollar 
value of their exports. For example, Africa’s 
exports were up 6 percent in volume terms, 
and 28 percent in dollar terms. 

In nominal terms, merchandise 
exports were US$15.2 trillion in 2010, but 
remained 5.4 percent below their 2008 peak 


| 
| 


level of US$16.1 trillion, largely due to the 
impact of relatively lower commodity prices 
in 2010 than in 2008. 


Merchandise Trade 
Trade values (nominal trade) 


After falling by 23 percent in 2009, world 
merchandise exports were up 22 percent last 
year, rising from US$12.5 trillion to US$15.2 
trillion (Table 2-1). 

The factors that contributed to the 
large drop in world trade in 2009 may have 
also helped in the rebound of 2010, accord- 
ing to the WTO.! These include the spread of 
global supply chains and the product com- 
position of trade compared to output. The 
use of global supply chains in goods produc- 


tion causes goods to cross national bound- 


aries several times during the production 
process; this in turn raises measured world 
trade flows compared to more traditional 
trade flows where final goods constitute the 
bulk of trade. Additionally, the goods that 
were most affected by the downturn were 
consumer durables, industrial machinery, 
etc., which were affected by tight credit and 
sharp declines in business investment. Since 


_ these goods represent a larger share of world 


trade than of world GDP, the reduction in 
trade of these goods increased the magni- 
tude of the trade slump relative to GDP in 
2009, while the increase in trade of these 
goods during the recovery of 2010 produced 
an opposite (positive) effect. 


1 WTO Press Release Press/628, “World Trade 2010, Prospects for 2011,” April 7, 2011. 
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TABLE 2-1 
World Merchandise Trade By Region and Selected Countries (US$ billions and %) 
EXPORTS IMPORTS 
VALUE 2010 = ANNUAL % CHANGE | VALUE 2010 == ANNUAL % CHANGE 
US$B SHARE US$B SHARE oe 


World 


ae ee 
16 % oe 


Bona mo 


14,855 100.0 15,050 100.0 -23 21 
N. America 1,964 i oy -21 23 2,681 17.8 -25 23 
US. 1,278 8.6 -18 21 1,968 1331 -26 - Pie: 
Canada 387 Pas -31 apd | 402 a -21 22 
Mexico 298 2.0 -21 30 SEL Pah -24 29 
Central & 575 3.9 -24 25 576 3.8 -26 30 
S. America 
Brazil 202 1.4 -23 a2 191 13 -27 43 
Europe 5,626 37.9 -22 12 | 5,841 38.8 -25 13 
EU(27) 5,147 34.6 -22 12 S35% 355 -25 12 
Germany iboAs 8.5 -23 13 | 1,067 F6a| -22 ils 
France $21 33 -21 7 606 4.0 -26 8 
Italy 448 3.0 -25 10 | 484 ae -24 ly 
ULE: 405 eh -23 $5 558 me -33 15 
C.LS. 588 4.0 -36 30 | 414 2.8 -33 24 
Russia 400 27, -36 32 248 1.6 -34 30 
Africa 500 3.4 -30 28 463 3.1 -15 14 
Middle East 916 6.2 -31 30 S72 3.8 -15 13 
Asia 4,685 31.5 -18 31 4,503 29:9 -20 32 
China 1,578 10.6 -16 34 £395 eo -11 39 
Japan 770 332 -26 33 693 4.6 -28 Die 
India 216 15 -15 ei 323 pa -20 Zo 
NIEs 1,111 Fiabe -17 30 1,103 7.3 -24 33 


Source: WTO and author's calculations. 


All regions experienced double digit 
increases in the dollar value of both exports 
and imports in 2010, due in part to rising 
prices for fuels and other commodities. 

For the developed economies, the 
value of merchandise exports jumped some 
16 percent in 2010 to US$8.2 trillion, up 
from US$7.0 trillion in 2009. However, this 
rate was slower than the world average of 22 
percent; as a result, the share of developed 
countries in world merchandise exports fell 
to SS percent, its lowest level ever. 
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The higher prices for primary products 
exported predominantly by developing 
countries cannot fully explain the falling 
share of the developed economies in world 
exports. This is because export prices were 
even higher in 2008 but the share of devel- 
oped countries in world trade at that time 
was also higher, at nearly 58 percent. 
Instead, slow growth in Europe has curtailed 
intra-EU exports as well as exports from 
other developed economies to that region. 
Additionally, concerns about the possibility 


of sovereign defaults in Greece, Ireland, Por- 
tugal and Spain brought renewed instability 
to financial markets and fiscal austerity in 
the second half of 2010, which held Europe’s 
growth rate to the slowest of any region. A 
relatively sluggish recovery in the United 
States has also constrained trade in the 
developed economies. 

Asia registered the fastest export 
growth of any region in 2010; at 31 percent, 
it was well above the global average. Japan, 
at 33 percent, led the way, followed by 
China and India (each at 31 percent), and 
the Asian NIEs? (30 percent). 

The resource-rich regions of the world 
also exhibited strong growth in the value of 
their exports last year. A pickup in energy 
prices helped boost exports from the CIS 
region by some 30 percent. Russia, the 
largest CIS economy, saw its exports expand 
by 32 percent. Similarly, exports from the 
Middle East, another oil-rich region, also 
grew by 30 percent over 2009 levels. 

Africa was next in terms of largest rela- 
tive gains. African exports rose by 28 percent 
in 2010 as exporters benefited from price 
gains in primary commodities such as met- 
als and ores, as well by increasing demand 
on the part of fast growing developing 
economies like China and India. 

Exports from Brazil were up 32 percent, 
in turn helping to pull up total exports from 
South and Central America, which grew by 
25 percent. 

North America’s exports were up 23 
percent. This was slightly better that the 
world average. Mexico’s rebound was the 
strongest, at 30 percent, followed by Canada 
(22 percent) and the United States (21 per- 
cent). However, part of the Mexican and 
Canadian performance is attributable to the 
appreciation of their respective currencies 
vis-a-vis the U.S. dollar. Calculated from U.S. 
Federal Reserve Board statistics, the U.S. 
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dollar depreciated 9.8 percent against the 
Canadian dollar and by 6.5 percent against 
the Mexican peso. 

Lastly, exports from Europe grew the 
slowest in 2010, at 12 percent. As mentioned 
above, financial market instability and fiscal 
austerity measures have held back growth in 
the region, which in turn has impacted trade 
performance. Export growth was led by the 


| Netherlands and the United Kingdom, at 15 


percent each. Germany also managed to 
post a growth rate greater than the regional 
average, while Italy and France underper- 
formed relative to the regional average. 

The story is similar on the import side, 
where developed economy imports increased 
16 percent to US$8.9 trillion, while their 
share of world imports dropped to 59 percent 
from 61 percent in 2009 and 63 percent 
in 2008. 

Imports into China expanded rapidly 
in 2010, up 39 percent, while imports into 
Japan and India grew at the more subdued 
pace of 25 percent. For the NIEs, imports 
were up by a third. Overall, imports into Asia 
expanded by 32 percent, to lead all regions. 

Next in terms of fastest-growing 
imports were the South and Central America 
and CIS regions, where 2010 imports were up 
by 30 percent and 24 percent, respectively. 

For North America, imports grew at the 
same rate as exports (23 percent). Again, 
trade grew fastest in Mexico, where imports 
were 29 percent ahead of their 2009 levels. 
Imports into the United States expanded at 
the same rate as the regional average, while 
growth was slowest in Canada, at 22 percent. 

Imports into Africa were up by 14 per- 
cent, half the pace of exports from Africa. 
Oil-exporting African nations registered only 
a 4-percent increase in their merchandise 
imports, which helped trim the pace of 
imports into this region. 


2 Four economies comprise the newly industrialized economies (NIEs) of Asia: Hong Kong, Korea, Singapore and Taiwan. 
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The Middle East and Europe were tied 
at 13 percent for the slowest rate of expan- 
sion of imports in 2010. For the Middle East, 
the situation was similar to Africa where 
exports grew at a far greater pace than 
imports. For Europe, however, the economic 
malaise affecting domestic demand on the 
continent also curtailed imports, considering 
that an intra-EU export is also an intra-EU 
import. As with exports, France recorded the 
slowest pace of imports, at only 8 percent. 


Trade volumes (real trade) 


The volume of world trade (i.e., trade in real 
terms, adjusted for changes in prices and 
exchange rates) surged 14.5 percent in 2010. 
This was the fastest rate of growth in world 
exports on record since 1950. The rebound 
was strong enough for world exports to 
recover their peak level of 2008. 

At the same time, measured world 
imports grew 13.5 percent last year. In prin- 
ciple, world exports and imports should 
increase at roughly the same rate, but some 
discrepancies exist due to differences in data 
recording across countries. According to the 
WTO, world trade as measured by exports 
grew four times as fast as global GDP in 
2010, whereas trade normally grows about 
twice as fast as GDP. 

The uneven recovery in output? pro- 
duced an equally uneven recovery in global 
trade flows in 2010. Merchandise exports 
from developed economies rose 12.9 percent 
in volume terms, while those from develop- 
ing economies and the CIS jumped 16.7 per- 
cent. Moreover, imports into developed 
economies grew more slowly than exports 
last year (10.7 percent compared to 12.9 per- 
cent) while the situation was reversed for 


3 See Canada’s 2011 State of Trade, Chapter 1. 


developing economies and the CIS (17.9 per- 
cent growth in imports compared to 16.7 
percent for exports). 

Only in Asia and North America did 
export volumes grow faster than the world 
average (15.0 percent and 23.1 percent, 
respectively), whereas slower than average 
growth was recorded in South and Central 
America (6.2 percent), Europe (10.8 percent), 
the CIS (10.1 percent), Africa (6.5 percent) 
and the Middle East (9.5 percent). 

Among countries for which data are 
available, the five economies with the 
fastest-growing merchandise exports in vol- 
ume terms were Jordan (30 percent), China 
(28 percent), Japan (27 percent), the Philip- 
pines (27 percent), and Chinese Taipei 
(27 percent). 

On the import side, faster than average 
growth was observed in North America 
(15.7 percent), South and Central America 
(22.7 percent), the CIS (20.6 percent) and Asia 
(17.6 percent), while slower growth was 
reported in Europe (9.4 percent), Africa (7.1 
percent) and the Middle East (7.5 percent). 

The BRIC countries of Brazil, Russia, 
India and China all reported very rapid 
import growth in 2010: 43 percent for Brazil; 
39 percent for China; 30 percent for Russia; 
and 25 percent for India. 


> “ ~» Po) red . 
Prices and exe hange rates 


A firming in the global economic recovery 
and buoyant emerging markets fuelled 
demand for commodities in 2010. As a 
result, commodity markets turned in a 
strong performance last year, with prices 
gaining on average some 25 percent in U.S. 
dollar terms, the largest annual advance 
since 2005.* All major commodity sectors 
recorded price increases in U.S. dollars in the 
range of 22 to 27 percent, with the exception 


4 “Commodity Price Rally Still Has Some Gas In The Tank,” Commodity Price Forecast Update, TD Economics, January 14, 
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of agriculture (10 percent). In particular, 
those sectors hardest hit by the downturn 
and those most levered to China registered 
the most notable upturns. These commodi- 
ties included copper, nickel, pulp and crude 
oil (Figure 2-1).° 


In Canada, average annual energy 


prices in U.S. dollar terms rose by 23.3 per- 
cent according to Bank of Canada statistics, 
while those for metals and minerals were up 
by 28.0 percent. 

Crude oil prices rose by 28.7 percent in 
2010, averaging US$79.45 a barrel over the 
course of the year.° Prices opened on January 
4 at US$81.52 a barrel and remained above 
the US$80-mark for about a week before slip- 
ping beneath this threshold. In early March, 
oil prices again crossed above this threshold, 
remaining there until early May. Prices then 
fell, reaching their annual low of US$64.78 
a barrel on May 25. On May 26, they 
breached the US$70-mark; by the start of 
October they were again above the US$80- 
mark. During the last week of the year they 
rose above the US$90-mark, closing the year 
out at US$91.38 on December 31. 

Gold prices averaged US$1,224.55 per 
troy ounce last year, up 25.9 percent from 
US$972.39 in 2009. Prices ranged between a 
low of US$1,058.00 (February 5) to a high of 
US$1,420.00 (December 7).’ 

The direction taken by the U.S currency 
also affected commodity prices. The U.S. dol- 
lar depreciated against nearly all major and 
emerging market currencies in 2010. Move- 
ments were driven primarily by concerns 
about the relative U.S. growth prospects as 
the divergence in the underlying strength of 
the U.S. and global outlooks and the associ- 
ated yield differential across those markets 
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FIGURE 2-1 


Change in Commodity Prices from 
2009 to 2010 


Annual % change 
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Source: TD Bank Commodity Price Forecast Update, 
January 14, 2011. 


prompted some investors to reallocate capital 
away from the United States, putting down- 
ward pressure on the U.S. dollar. The depre- 
ciation of the U.S. dollar was also 
pronounced against currencies closely linked 
to commodities and the global growth cycle. 
On the other hand, as concerns about the 
sustainability of fiscal situations in Europe 
increased, the U.S. dollar appreciated vis a vis 
the euro and the pound sterling. 

The Canadian dollar rose against the 
U.S. dollar from US86.6¢ to US97.1¢, a 10.9- 
percent rate of appreciation for the year. 
Because of the appreciation, each Canadian 
dollar of trade was worth 9.5¢ more when 
expressed in U.S. dollar terms. Thus, trade 
figures expressed in U.S. dollars overstate the 
Canadian trade performance in 2010. 


6 Prices quoted are for West Texas Intermediate (WTI) crude trade in the spot market at Cushing, Oklahoma, as quoted by 


the U.S. Energy Information Administration (EIA) at 


http://tonto.eia.doe.gov/dnav/pet/hist/LeafHandler.ashx?n=PET&s=RWTC&f=D. 


7 Price per troy ounce, London Afternoon (PM) Gold Price Fixings as quoted at 


http://www.usagold.com/reference/prices/2010.html. 
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TABLE 2-2 
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Leading Exporters and Importers in World Merchandise Trade 2010 


(US$ billions and %) 


2010 2010 
US$B % 


2010 


2009 


Rank Rank Exporters ~ Value Share 
1 1 China 10787 104 
2 3 United States 1,278 8.4 
3 2 Germany 1,269 8.3 
4 4 Japan 770 ap 
5 >) Netherlands S72 3.8 
6 6 France OZ 3.4 
7 9 Korea 466 Our 
8 y Italy 448 Mes) 
9 8 Belgium 411 2ef 

10 10 United Kingdom 405 DA, 

13 it Canada 387 2s 


Source: WTO and author’s calculations. 
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After having claimed top spot among the 
leading merchandise exporters in 2009, 
China cemented its hold on that position 
by posting a 31-percent increase in exports 
last year (Table 2-2). China’s share in world 
merchandise exports climbed to 10.4 per- 
cent in 2010. 

After slipping into second place in 
2009, Germany lost another position in the 
ranking, falling to third place in 2010. Mov- 
ing up into second place last year was the 
United States, as U.S. exports grew by some 
21 percent. compared to” 13 “percent for 
Germany. The U.S. and German world shares 
for 2010 stood at 8.4 percent and 8.3 per- 
cent, respectively. 

Japan held onto fourth spot, registering 
growth of 33 percent in its exports and a 
world share of 5.1 percent. 

EU nations accounted for all but one of 
the remaining top ten positions. The Nether- 
lands and France remained in fifth and sixth 
place, respectively, with shares of 3.8 percent 
and 3.4 percent. 
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2010 2010 
US$B % 


2010 2009 


Rank Rank Importers Value Share 
1 il United States L96Smel Zs 
2 2 China ie 91 
3 5 Germany 1,067 6.9 
4 SS) Japan 693 4.5 
> 4 France 606 a 
6 6 United Kingdom 558 3.6 
7 yi Netherlands en 3.4 
8 8 Italy 484 oak 
9 10 Hong Kong 442 29 

10 11 Korea 425 Hip 
11 12 Canada 402 2.6 


Strong export growth (28 percent) 
helped push Korea up from ninth spot to sev- 
enth while Italy and Belgium dropped back 
one position each, to eighth and ninth place, 
respectively. Korea’s share of world merchan- 
dise exports. stood at 3.1 percent last year, 
compared to 2.9 percent for Italy and 2.7 per- 
cent for Belgium. 

The United Kingdom rounded out the 
top ten world exporters in tenth spot with a 
2.7-percent world share. 

Canada slipped from 12th place to 13th 
as Russia moved ahead of Canada. 

On the import side, the United States 
held its position as the largest importing 
nation in the world by far, with a world 
import share of 12.8 percent. China (9.1 per- 
cent) and Germany (6.9 percent) held down 
the next two positions. 

As noted earlier, France posted one of 
the lowest growth rates for imports in 2010. 
France’s poor import performance allowed 
Japan to overtake France for fourth spot 
among the leading importing nations of the 


TABLE 2-3 


World Services Trade by Region and Selected Countries (US$ billions and %) 


World | 


N. America 599 16.3 -8 
US; O15 14.1 -7 
Canada 66 1.8 - 
Mexico 18 0.5 - 

Central & 111 3.0 -8 

S. America 
Brazil ~ 30 0.8 -9 

Europe 1,724 47.0 -14 
EU(27) 1505 42.4 -15 
Germany 230 6.3 12 
France 140 3.8 -14 
Italy o7. 2.6 - 
U.K. 227 6.2 -19 

C.LS. 78 2.1 -17 
Russia 44 eZ -19 

Africa 86 23 -9 

Middle East 103 2.8 -3 

Asia 963 26.3 -11 
China 170 4.6 -12 
Japan 138 3.8 -14 
India 110 3.0 -13 

NIEs 343 9.4 - 


IMPORTS 


471 13.4 -9 g 

8 358 10.2 -8 7 
iS 89 25 - 1S 
- 23 OF - 8 
11 135 3.9 -9 23 
IS 60 17 -1 So 
Z 1,504 42.9 -13 1 
2 1,394 39.8 -13 1 
2 256 725 -12 1 
1 126 3.6 -10 0 
3 108 BT - 1 
0) 156 4.5 -19 1 
10 | 105 3.0 -19 14 
6 70 2.0 -20 18 
11 | 141 4.0 -12 12 
9 185 5:3 -8 9 
21 | 961 27.4 -10 20 
Be 192 SES) 0 22 
ss | 155 4.4 -12 6 
- 17 eo) -9 - 

- 2s7, 79 - - 


Source: WTO and author’s calculations. 


world, while France slipped to fifth. Japan 
absorbed some 4.5 percent of the total world 
imports compared to 3.9 percent for France. 

The United Kingdom, the Netherlands 
and Italy held on to the sixth through 
eighth spots, with world import shares 
of 3.6 percent, 3.4 percent, and 3.1 per- 
cent, respectively. 

Higher rates of import growth for Hong 
Kong, Korea and Canada moved these three 
countries up one position, to ninth, tenth 
and eleventh places, respectively, while 
Belgium slipped from ninth to twelfth spot. 


The world import shares for 2010 of these 
four economies were 2.9 percent, 2.8 percent, 
2.6 percent, and 2.5 percent, respectively. 


~ : as it 
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World services exports rebounded 8 percent 
to US$3.67 trillion in 2010 after having 
declined by 12 percent in 2009 (Table 2-3). 
According to the WTO, the slower 
growth of services trade compared to mer- 
chandise trade can be partly explained by the 
smaller decline in services in 2009 (down 12 
percent compared to a 22 percent decline for 
merchandise), which implies that faster than 
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average growth will not be needed to catch 
up to earlier trends. Between 2005 and 2010, 


the average annual growth in the value of | 


merchandise trade was the same as for com- 
mercial services trade (8 percent). 

Asian exports of services were up 21 
percent last year, reaching US$963 billion. 
Transportation was the most dynamic sector, 
with a growth rate of 26 percent, closely fol- 


lowed by travel, which also rose rapidly | 


(25 percent), while commercial services 
(which now represents half of the region’s 
services exports) increased by 17 percent. 

South and Central America’s exports 
rose 11 percent to US$111 billion. Exports 
from Brazil grew faster than the regional 
average (15 percent). 

Africa also posted an 11-percent 
increase in services exports in 2010, to US$86 
billion. The continent’s exports advanced 
12 percent to US$141 billion. In South Africa, 
travel receipts increased by 24 percent due to 
the large number of foreign visitors attending 
the FIFA World Cup. 

The CIS was the only other region to 
post double-digit growth in services exports 
last year. Exports from CIS countries 
increased by 10 percent to US$78 billion last 
year. Russian export growth of 6 percent was 
driven by transportation services. 

The Middle East exported US$103-bil- 
lion worth of services in 2010, up 9 percent 
over 2009. 


TABLE 2-4 


North America’s exports of services 
were up 9 percent year-on-year, to US$599 
billion in 2010. Canadian exports led the 
way, registering 15-percent growth, while 
U.S. exports were up 8 percent year-on-year, 
and Mexico lagged with 5-percent growth. 

While the value of Europe’s exports was 
larger than for any other region last year (at 
US$1.72 trillion), growth was also the least 
dynamic, just 2 percent on the export side. 
A 3-percent decline in travel services was at 
the root of this sluggish performance. 

South and Central America’s services 
imports were up 23 percent to reach US$135 
billion. As with its services exports, Brazil’s 
services imports grew faster than the regional 
average (35 percent), with particularly high 
growth rates observed for imports of trans- 
portation services (42 percent) and travel 
(S1 percent, partly due to the strength of the 
Brazilian real). 

Asia imported US$961-billion worth of 
services in 2010, up 20 percent year-on-year. 


| Transportation was the most dynamic sector, 


with an import growth rate of 26 percent. 

For the CIS region, imports of services 
rose 14 percent to US$105 billion last year, 
led by Russia, where imports advanced 
18 percent. 

In Africa, imports advanced 12 percent 
to US$141 billion. South Africa posted a 
notable gain of 25 percent in services 
imports last year. 


World Exports of Services in 2010 (USS billions and %) 


Value 


2009-10 growth 


(US$B) 


All services 

Transportation 783 
Travel 936 
Commercial services 


Source: WTO and author’s calculations. 
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TABLE 2-5 


Leading Exporters and Importers in World Services Trade, 2010 


(US$ billions and %) 


2010 2009 2010 2010 


US$B %o 


14.1 


United Staics ess 


1 1 
2 3 Germany 230 6.3 
3 2 United Kingdom =. 227 6.2 
4 5 China 170 4.6 
5 4 France 140 3.8 
6 6 Japan 138 3.8 
i. a Spain #21 ao 
8 14 Singapore 112 o.0) 
S 10 Netherlands 111 3.0 
10 12 India 110 3.0 
18 18 Canada 66 1.8 


Source: WTO and author’s calculations. 


Both the Middle East and North Amer- 
ica experienced a 9-percent gain in services 
imports in 2010, the same as the world aver- 
age rate. Services imports reached US$185 
billion for the Middle East and US$471 bil- 
lion for North America last year. Imports 
into Canada grew by 15 percent, while those 
for Mexico and the United States advanced 
by 8 percent and 7 percent, respectively. 

Finally, services imports into Europe 
edged up a mere 1 percent last year, to 
US$1.5 trillion. As with exports, a decline in 
travel services imports (2 percent) was at the 
heart of the weak performance. 

Transportation was the fastest-growing 
component of services exports in 2010, with 
an increase of 14 percent to US$782.8 billion 
(Table 2-4). This performance is hardly sur- 
prising since transportation services are 
closely linked to trade in goods, which saw 
record growth last year. Travel grew in line 
with services overall, whereas commercial 
services (including financial services) 
advanced more slowly. 


2010 


2009 — 


2010 2010 
US$B %o 


Value Share 


| 1 United States 350) 102 
Z 2 Germany 256 fee) 
5 4 China 192 5:5 
4 3 United Kingdom 156 4.5 
S S Japan 135 4.4 
6 6 France 126 3:0 
L 12 India 117 eS) 
8 9 Netherlands 109 oul 
9 7 Italy 108 Sot 
10 8 Ireland 106 3.0 
TS Ti Canada 89 2.6 
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The United States exported US$515 billion 
in commercial services in 2010, or 14.1 per- 
cent of the global total, making it the world’s 
largest services exporter. The remaining four 
of the top five positions were taken by 
Germany (US$230 billion, or 6.3 percent of 
world exports), the United Kingdom 
(US$227 billion, or 6.2 percent of world 
exports), China (US$170 billion, or 4.6 per- 
cent of world exports) and France (US$140 
billion, or 3.8 percent of world exports) 
(Table 2-5). 

The United States was also the leading 
services importer, with purchases of US$358 
billion from foreign providers, equal to 
10.2 percent of world imports. This perform- 
ance was followed by that of Germany 
(US$256 billion, 7.3 percent of world 
imports), China (US$192 billion, 5.5 percent 
of world imports), the United Kingdom 
(US$156 billion, 4.5 percent of world 
imports) and Japan (US$155 billion, 4.4 per- 
cent of world imports). 
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China replaced France as the fourth- 
largest exporter of commercial services, 
while Germany overtook the United King- 
dom in second place. China also moved 
up the rankings on the import side, taking 
over the third position from the United 
Kingdom. | 
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CHAPTER 3 | 


Canada’s Economic 


Performance 


idation, as the recovery, begun in 2009, 

moved to firmer footings: real economic 
activity expanded in all four quarters; 
domestic demand was buoyant; business 
investment rose; trade expanded; and jobs 
were created. These favourable conditions 
spurred consumer and business confidence. 
Output expanded in all provinces and terri- 
tories in 2010 and, overall, the economy 
grew by 3.1 percent in real terms after hav- 
ing contracted the year before. Advances in 
employment brought levels almost back to 
Where they were before the recession 
started—it would take until the first month 
of 2011 to actually surpass the pre-recession 
peak employment level. As a result of rising 
resource prices, the Canadian dollar appre- 
ciated against all major currencies and ended 
the year just slightly above parity with the 
U.S. dollar. 


|: many ways, 2010 was a year of consol- 


Gross Domestic Product 

Canada emerged from the recession toward 
the end of the first half of 2009 and growth 
resumed starting in the third quarter of that 
year (Figure 3-1). Since then, the economy 
has registered six consecutive quarters of 
growth until the end of last year. For 2010 
as a whole, real GDP expanded by 3.1 per- 
cent, offsetting the 2.5-percent contraction 
registered in 2009. 

Turning to the expenditure-based cate- 
gories of GDP (Figure 3-2), growth in real 
personal consumption expenditures on 
goods and services was a little higher than 


FIGURE 3-1 
Canadian Real GDP Growth, 
2006-2010 
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Source: Statistics Canada. 


overall growth in GDP, as expenditures 
advanced by 3.4 percent in 2010 after hav- 
ing only risen by 0.4 percent in 2009. 

Real expenditures on _ durables, 
semi-durables, and non-durables advanced 
5.4 percent, 5.0 percent, and 1.7 percent 
respectively, while those for services were up 
by 3.4 percent. Expenditures were up 
broadly, with a few exceptions: expenditures 
on fuels, other than those related to motor 
fuels, were down in 2010, along with those 
related to reading and entertainment sup- 
plies, miscellaneous personal effects, and 
tobacco products. Spending was up the most 
for expenditures abroad (up 26.0 percent); 


_ women’s and girl’s clothing (up 10.8 per- 


cent); new and used motor vehicles (up 
6.8 percent); footwear (up 6.7 percent); and 
furniture, carpets and other floor coverings 
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FIGURE 3-2 


Contribution to Real GDP Growth, 
2006-2010 


Annual % change 
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Source: Statistics Canada. 


(up 5.2 percent). With the upturn in spend- 
ing, personal consumption contributed 
slightly over 2.0 percentage points to real 
GDP growth in 2010, up from 0.2 percent- 
age point in 2009. 

Real business investment was up 
7.1 percent in 2010, after having declined by 
16.0 percent the year before. Investment in 
machinery and equipment rebounded after 
two years of decline, up 11.2 percent in 
2010. Computer and other office equip- 
ment, telecommunications equipment, 
industrial machinery, and trucks all experi- 
enced double-digit rates of increase to lead 
the way. Investment in plants was down by 
0.5 percent, as a 1.3-percent gain in invest- 
ment in engineering structures was not 
enough to offset a 4.8-percent reduction in 
investment in buildings. 

Investment in residential construction, 
which includes new housing construction, 
resales, and renovation activity, rose by 10.4 
percent in 2010 following two years of 
decline. New housing construction was up 
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15.5 percent in real terms, and renovation 
activity posted a gain of 10.9 percent, while 
resale activity was down 1.7 percent. 

Businesses were actively re-stocking 
inventories in 2010 as there was a net 
$7.7-billion addition (in constant 2002 dol- 
lars) to the inventories for non-farm busi- 
nesses. At the same time, farm inventories 
were reduced by a net $341 million in real 
terms last year. : 

Overall, business added 
another 2.0 percentage points to economic 
growth in 2010, after having removed 4.1 
percentage points from growth in 2009. 
Business investment accounted for the larger 
share of the increase, at nearly 1.3 percent- 
age points, while changes in inventories 
accounted for 0.8 percentage point of the 
increase. 

The volume of exports and imports of 
goods and services rose by 6.4 percent and 
13.4 percent, respectively. Overall, the 
increase in real exports added 1.8 percentage 
points to growth in 2010 while the advance 
in real imports removed 4.0 percentage 
points from growth over the year. As a result, 
trade was a drag on growth in 2010, remov- 
ing a net 2.2 percentage points from growth 
for the year. 

Overall, the volume of exports of goods 
and services was up by $26.7 billion in 
chained 2002 dollars. The overwhelming 
majority (97.5 percent) of the increase in the 
volume of exports in 2010 occurred on the 
goods side, with nearly 80 percent of the 
increase originating from automotive prod- 
ucts (up $20.7 billion). The transportation 
services sector was largely responsible for the 
gains in services exports in 2010 as a gain in 
travel was more or less offset by declines in 
commercial and government services exports. 

Likewise, at 86.4 percent, the bulk of 
the increase in the volume of imports came 
on the goods side, led by machinery and 
equipment (up $22.8 billion), automotive 


activities 


products (up $19.2 billion), and industrial 
goods and materials (up $11.8 billion). In 
total, the volume of goods imports was up 
$57.8 billion in chained 2002 dollars over 
2009 levels. Services imports advanced 
$9.2 billion in chained 2002 dollars, led by 
travel, up $6.0 billion, and transportation, 
up $3.0 billion. 

With respect to GDP by industrial activ- 
ity, the advances in the economy were driven 
by goods production. Industrial activity 
expanded by 3.3 percent in 2010, led by 
5.0-percent growth for goods and 2.6-percent 
growth for services. 

All goods-producing sectors advanced, 
with the exception of utilities (down 0.3 per- 
cent), which was held back by a decline in 
electricity production. Construction led the 
gains, up 6.6 percent, followed by manufac- 
turing (up 5.6 percent) and mining and oil 
and gas extraction (up 5.1 percent). Output 
in the agriculture, forestry, fishing, and 
hunting sector expanded 1.4 percent in 
2010. 

Manufacturing, the largest of the 
goods-producing sectors, rebounded strongly. 
Increasing foreign demand, rising domestic 
consumer expenditures on goods, along with 
inventory re-stocking, created favourable con- 
ditions for the expansion of output. Gains 
were widespread, led by non-metallic miner- 
als, primary metals, wood, and clothing—all 
with double-digit gains. Additionally, trans- 
portation equipment, machinery, and plastics 
and rubber all posted growth rates in the 8 to 
9 percent range. Overall, 20 of the 21 major 
manufacturing industries experienced 
increased output in 2010, with the exception 
of printing (down 4.6 percent). 

The above-mentioned increase in real 
investment in residential construction and 
the decline in plant investment were at the 
heart of the movements in construction out- 
put as residential building construction out- 
put advanced (up 13.1 percent) while 
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non-residential building construction out- 
put retracted (down 0.3 percent). Overall, 
construction activity was 6.6 percent higher 
in 2010 than in 2009. 

Forestry and fishing, and mining, oil 
and gas were also affected by strong foreign 
demand as well as by price effects. Output in 
forestry and logging was up 14.5 percent, 
aided by an increase in lumber exports after 
several years of decline. Mining output 
posted an 11.0-percent increase, with output 
up 22.7 percent for non-metallic minerals 
and output up 20.7 percent for coal. How- 
ever, notwithstanding significant price 
increases in the sector, real output in oil and 
gas held steady, up only 0.7 percent in 2010. 

Finally, agriculture output fell 1.7 per- 
cent as crop production was down by 
3.4 percent last year. 

Output in services is not as volatile as 
goods production and did not decline dur- 
ing the recession. Hence, with both exports 
and domestic consumption expenditures of 
services remaining weak, there was less 
opportunity for it to grow last year. Accord- 
ingly, services output increased by some 
2.6 percent in 2010—roughly half the pace 
of goods output. Gains were small for the 
most part, but widespread. Wholesale trade, 
transportation and warehousing, and retail 
trade led the advances, up 5.2 percent, 
4.3 percent and 3.7 percent, respectively. 


Gross Domestic Product by 
Province 

The turnaround in real output at the 
national level was mirrored on a regional 
basis, as output was up in each province and 
territory. However, regional disparities were 
present: Prince Edward Island, Nova Scotia, 
Quebec, Manitoba, and the Yukon posted 
growth below the national average. In con- 
trast, Newfoundland and Labrador, the 
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Northwest Territories, and Nunavut all regis- 
tered much higher rates of growth than for 
the country overall (Figure 3-3). 

In Newfoundland and Labrador, eco- 
nomic output advanced 6.0 percent in 2010, 
following a 10.4-percent decline the year 
before. This was the fastest pace of growth 
among the provinces. The gain was led by 
mining and oil and gas extraction, in partic- 
ular by a 34.3-percent rise in metal ore min- 
ing along with increased output in oil and 
gas extraction. Output in construction was 
up 19.7 percent as residential construction 
increased by 14.2 percent and work began 
on a new mineral ore processing plant. 
Increased goods in circulation led to 
increased activity in wholesale trade and 
transportation services. Manufacturing out- 
put in 2010 was little changed over 2009 (up 
2.8 percent) as gains in seafood product 
preparations (up 17.2 percent) were partially 
offset by declines in electronic product man- 
ufacturing (down 39.1 percent). 

In Prince Edward Island, output 
expanded by 2.0 percent in 2010, following 
a Q.2-percent contraction a year earlier. Res- 
idential construction and crop and animal 
production increased, while additional 
capacity resulted in higher output by utili- 
ties. Finance and insurance, retail trade, pub- 
lic administration, and health care also 
contributed to the overall gains. However, 
output in manufacturing fell by 8.6 percent 
last year, as food, transportation equipment, 
and chemical products posted declines. 

In Nova Scotia, real GDP was up by 
2.1 percent last year after falling by 0.3 per- 
cent in 2009. Gains in manufacturing, resi- 
dential construction, wholesale trade, retail 
trade and transportation services out- 
weighed declines in mining and oil and gas 
extraction and in miscellaneous engineering 
construction. In manufacturing, transporta- 
tion equipment manufacturers increased 
output with work on Coast Guard vessels 
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FIGURE 3-3 
Real GDP Growth by Province, 2010 
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and naval frigates. Output for manufacturers 
of rubber also increased, as did that for 
seafood product preparations and textiles. 

The economy of New Brunswick 
posted a 3.3-percent rate of growth in 2010, 
after having declined by 0.5 percent in 2009. 
Manufacturing output led the way with an 
9.6-percent gain, as wood products, seafood 
product preparations, and miscellaneous 
manufacturing posted the bulk of the gains. 
Forestry and mining output increased, while 
wholesale trade, retail trade, public adminis- 
tration, and transportation services also 
expanded. Construction output fell in 2010: 
residential construction and non-residential 
construction both increased, but the gains 
were offset by declines in engineering con- 
struction, as several engineering projects 
neared completion. 

After a 0.5-percent contraction in 2009, 
the Quebec economy expanded by 2.7 per- 
cent last year. All major sectors of the 
provincial economy expanded in 2010, with 
the sole exception of arts, entertainment, 
and recreation (which posted a marginal, 
0.1-percent decline). On the goods side, 
manufacturing and construction accounted 


for most of the gains. Residential construc- 
tion was up 16.3 percent to lead the advance 
in construction. Manufacturing output rose 
by 1.8 percent last year: strong gains were 
registered for rubber products (up 36.1 per- 
cent), pharmaceuticals (up 17.5 percent), 
meat (up 16.9 percent), wood (up 9.4 per- 
cent), and primary and fabricated metal 
products (up 3.7 percent), while notable 
losses were posted for electronic products 
(down 16.0 percent) and aerospace products 
(down 11.7 percent). On the services side, 
retail trade, health care, wholesale trade, 
transportation services, and public adminis- 
tration were the leading sectors in 2010. 

The Ontario economy expanded by 
3.4 percent in 2010—just slightly above the 
national rate. This came on the heels of a 
severe 3.5-percent contraction in 2009. Sim- 
ilar to Quebec, all major sectors of the 
provincial economy expanded, with one 
exception. In the case of Ontario, output by 
utilities fell last year, as electricity production 
was down by 3.1 percent. A third of the 
gains came from manufacturing, which 
expanded by 8.0 percent. Within manufac- 
turing, gains were widespread, with 18 of 21 
major manufacturing industries registering 
increased output in 2010. The advance was 
led by motor vehicles and primary and fab- 
ricated metal products, which jointly 
accounted for nearly three quarters of the 
overall manufacturing gains. Plastics (up 
12.0 percent) and machinery (up 8.2 per- 
cent) also registered notable gains in output, 
while losses were posted for aerospace prod- 
ucts (down 7.6 percent) and printing (down 
6.1 percent). Construction output also rose 
in 2010, supported by an 11.4-percent 
expansion in residential construction. Serv- 
ices activities also increased in tandem with 
goods production, led by wholesale and 
retail trade, truck and rail transportation, 
and financial services. 


| 
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In Manitoba, GDP increased by 2.0 per- 
cent in 2010 after a marginal decline in 2009. 
Gains in construction, transportation serv- 
ices, and wholesale and retail trade were par- 
tially offset by losses in agriculture, forestry, 
fishing, and hunting and in manufacturing. 
Crop production was down sharply (13.8 per- 
cent) as a result of bad weather. Manufactur- 
ing output edged up 0.1 percent after two 
years of decline; an 11.6-percent gain in pri- 
mary and fabricated metals combined with a 
7.3 percent gain in wood products out- 
weighed a 16.8-percent decline in miscella- 
neous manufacturing, a 12.9-percent decline 
in printing, and an 8.3-percent decline in 
machinery manufacturing. Construction out- 
put advanced as work continued on major 
engineering projects, in particular, electric 
power engineering construction, supported 
by 19.7-percent jump in residential construc- 
tion. Education, health care, and public 
administration also registered gains. 

Following a 4.2-percent decline in 2009, 
Saskatchewan's GDP increased by 4.4 percent 
last year. Crop production fell sharply (down 
18.6 percent) as a result of bad weather and, 
in turn, manufacturers of agricultural equip- 
ment reduced production. Mining and oil 
and gas output jumped 18.7 percent as potash 
production picked up as a result of strong 
provincial exports; however, oil and gas 
extraction fell for the seventh consecutive 
year, down 0.9 percent. Manufacturing activ- 
ity edged down 0.8 percent, as gains in mis- 
cellaneous food manufacturing, primary and 
fabricated metal products, and wood prod- 
ucts were offset by declines in meat products 
and machinery (notably agricultural machin- 
ery). All major services categories posted 
increases, led by finance and insurance, and 
wholesale and retail trade. Within trans- 
portation and warehousing, truck and rail 
transportation services posted strong gains, 
while pipeline transportation and warehous- 
ing services posted notable declines. 
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Alberta’s GDP expanded by 3.8 percent 
in 2010, after contracting by 4.8 percent a 
year earlier. Advances were widespread, with 
all goods-producing sectors and all services 
sectors recording increased output. Mining 
and oil and gas exploration, and manufac- 
turing led on the goods side, up 4.4 percent 
and 8.7 percent, respectively. Strengthening 
energy prices led to increases in support 
activities for mining and oil and gas explo- 
ration. Increased output in meat products 
(up 22.8 percent), machinery manufacturing 
(up 21.2 percent), and wood products (up 
14.2 percent) led the gains in manufacturing. 
Crop production rose sharply (14.9 percent) 
as the province experienced more favourable 
weather than its Prairie neighbours to boost 
agricultural output, while residential con- 
struction jumped 21.4 percent to anchor the 
gains in construction activity. As was the case 
elsewhere in Canada, the expansion of activ- 
ity on the goods side was accompanied by an 
expansion of services activity, most notably 
for wholesale trade, transportation and ware- 
housing, and retail trade. 

British Columbia’s economy grew by 
4.0-percent in 2010, after having contracted 
by 1.8 percent the previous year. Gains were 
widespread, with only one major sector— 
utilities—recording a decrease in output. 
Construction activity was up by 11.3 percent 
last year, as work continued on major engi- 
neering projects, in particular, electric power 
engineering construction, supported by a 
6.3-percent increase in residential construc- 
tion. Manufacturing output was up by 
5.1-percent, with gains led by wood, 
machinery, and miscellaneous food manu- 
facturing. In support of increased exports, 
production in forestry products jumped by 
21.9 percent last year. Declining electric 
power generation was behind the decline in 
utilities output. Wholesale activity and 
transportation services picked up—truck and 
rail transportation services in particular—to 
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lead the gains in provincial services output. 
The 2010 Olympic Winter Games also had 
a positive impact on output in industries 
such as performing arts and spectator sports, 
and accommodation and food services, 
which expanded by relatively more than in 
the other provinces and territories. 

The Yukon economy expanded for the 
seventh consecutive year in 2010, advancing 
2.1 percent compared to a 3.6-percent 
increase a year earlier. Construction output 
was up by 19.0 percent, led by non-residen- 
tial construction, as work began on a number 
of community and health services buildings. 
Output in the services sector was up, with 
gains in retail trade, public administration, 
and accommodation and food services. 

In the Northwest Territories, GDP rose 
by 5.8 percent last year, after falling by 
10.9 percent in 2009. Construction, princi- 
pally engineering construction, and mining 
activity, were the main contributors. Public 
administration and transportation services 
led the gains for services output. 

The Nunavut economy experienced 
the fastest growth of all Canadian regions, 
rising 14.8 percent in 2010 following a 
6.2-percent decline in 2009. Increased out- 
put in mining and oil and gas exploration 
accounted for much of the growth last year 
as the opening of a new mine caused mining 
output to increase. At the same time, engi- 
neering construction activity declined. 
Heightened exploration activity also led to 
higher output of support activities for min- 
ing and oil and gas extraction. Non-residen- 
tial construction, mainly of institutional 
buildings, also contributed to the overall 
economic advances in the territory. 


Employment 


Job growth in Canada resumed in 2010 after 
a setback in job creation in 2009. For the year 
as a whole, employment rose by 1.4 percent, 
or 227,900 jobs. Roughly 70 percent of the 


job gains, or 157,800 jobs, were in full-time 
positions. With jobs being created, the 
national unemployment rate fell from 
8.3 percent in January 2010 to 7.6 percent 
in December 2010. For the year as a whole, 
the unemployment rate averaged 8.0 per- 
cent, down 0.3 percentage point from 2009 
(Figure 3-4). 

Job gains were widespread across 
Canada, with only Alberta (down 8,000) and 
New Brunswick (down 4,000) posting losses 
in 2010. 


Three provinces accounted for the bulk | 


of the job gains. Ontario was responsible for 
some 47.4 percent of the national total, fol- 
lowed by Quebec at 29.4 percent, and British 
Columbia at 16.7 percent. 

The number of jobs in the goods-pro- 
ducing industries was up in 2010 compared 
to 2009. However, not all sub-sectors posted 
gains. Manufacturing jobs fell 2.1 percent 
compared to their 2009 level, as this sector 
cut some 37,500 positions. Similarly, there 
were 15,400 (or 4.9 percent) fewer jobs in 
agriculture. This is a continuation of a longer- 
term trend, as both manufacturing and agri- 
culture have been shedding jobs during much 
of the decade. However, construction added 
56,400 jobs to the payroll, while both utilities 
and forestry, fishing, mining, quarrying, and 
oil and gas made smaller additions to their 
employment levels in 2010. Overall, 
goods-producing industries added 15,700 
positions to the payroll last year. 

The services sector, which added 
212,200 jobs to the payroll, was responsible 
for the bulk of the new jobs in 2010. Gains 
in health care and social assistance services 
(up 81,500) and in professional scientific 
and technical services (up 74,800) accounted 
for about three quarters of the overall gains 
to services jobs. Small declines were regis- 
tered for miscellaneous services (down 
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FIGURE 3-4 
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33,500), transportation and warehousing 
(down 10,500), and information, culture 
and recreational services (down 3,600). 

Over the course of 2010, Canada closed 
the gap with the October 2008 peak level of 
employment, but ended the year with 
employment just slightly below that pre- 
recession level. By January 2011, Canadian 
employment levels had fully recovered all 
the jobs lost during the recession and the 
economy continued to add jobs over the 
first few months of 2011. 


Inflation 


Consumers paid 1.8 percent more on aver- 
age for the goods and services in the Con- 
sumer Price Index (CPI) basket in 2010 
compared to 2009. This was up considerably 
from the _ recession-driven 0.3-percent 
increase registered in 2009, but slightly 
lower than the average of 2.2 percent 
recorded over 2006-2008. 

For the year as a whole, prices were up 
in seven of the eight major components of 
the CPI. Price advances in transportation 
and shelter rebounded in 2010 after having 
declined in 2009, driven by price increases 
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for energy and passenger vehicles. Trans- 
portation and shelter combined account for 
just over 45 percent of the total weight of 
the CPI basket of goods and services. 

Transportation costs were 4.3 percent 
higher in 2010, after falling 5.4 percent the 
year before. The increase was primarily the 
result of higher gasoline and passenger vehi- 
CleprHces: 

The single most important factor in 
2010 was the increase in the price of gaso- 
line. Energy prices rose 6.7 percent in 2010, 
following a 13.5-percent decline in 2009. 
Prices for gasoline increased 9.1 percent, 
after falling 17.5 percent the year before. 
Electricity prices increased 4.8 percent fol- 
lowing a 1.8-percent rise in 2009. Natural gas 
prices declined 1.8 percent, a much slower 
rate than the 20.1-percent decline in 2009. 

Prices for passenger vehicles rose 
3.5 percent in 2010, after falling 5.9 percent 
in 2009 and 6.9 percent in 2008. 

Shelter costs rose 1.4 percent, following 
a 0.3-percent decrease in 2009. Property taxes 
increased 4.1 percent. In addition to higher 
electricity prices, accommodation replace- 
ment costs increased 3.7 percent, after 
decreasing 2.6 percent in 2009. However, 
mortgage interest costs declined 4.4 percent 
in 2010, after increasing 0.3 percent the pre- 
vious year. 

Price pressures eased for five of the six 
remaining CPI major components compared 
with 2009. These components were: food; 
household operations, furnishings and 
equipment; clothing and footwear; health 
and personal care; and alcoholic beverages 
and tobacco products. 

Food prices in particular rose more 
slowly last year than in 2009 (1.4 percent 
versus 4.9 percent). Prices for food purchased 


from stores rose 1.0 percent, significantly 
slower than the 5.5-percent increase in 2009. 
The smaller increase in food prices can be 
largely explained by falling prices for fresh 
fruits and vegetables, which declined 
2.7 percent after rising 8.1 percent in 2009, 
and by softer price increases for meat as well 
as for bakery and cereal products. 

Prices for clothing and footwear fell 
1.9 percent in 2010, following a 0.4-percent 
decline in 2009. It was the ninth consecutive 
year in which the price index for this com- 
ponent has decreased. 

Finally, prices for recreation, education, 
and reading advanced 0.9 percent in 2010, 
the same pace as in 2009. Rapid technolog- 
ical advancements, improvement in product 
features and quality and market competition 
by low-cost producing countries continued 
to push prices for home entertainment 
equipment down in 2010, while education, 
reading, and other cultural costs were up 
over the year. 

Provincially, price increases were 
strongest in Ontario (2.5 percent), and the 
Atlantic provinces of Newfoundland and 
Labrador (2.4 percent), Nova Scotia (2.2 per- 
cent) and New Brunswick (2.1 percent). Price 
increases were lowest in Manitoba and the 
Yukon (0.8 percent), while prices fell 0.7 per- 
cent in Nunavut. 

The Bank of Canada core index! also 
increased 1.7 percent for 2010 as a whole, 
following a 1.8-percent increase in 2009. 


The Canadian dollar 

After depreciating against the U.S. dollar in 
2009, the Canadian dollar rose against the 
U.S. dollar in 2010 (Figure 3-5). Averaging 
US97.09¢ in 2010, the Canadian dollar was 
worth US9.53¢ more than in 2009, an 


1 The core index is a special aggregate of the CPI and is used by the Bank of Canada as a policy instrument to conduct 
monetary policy with the aim of holding overall inflation within a 1 to 3 percent target range. The core index is computed 
by removing eight of the most volatile components of the CPI as defined by the Bank (fruits, fruit preparations and nuts; 
vegetables and vegetable preparations; mortgage interest costs; natural gas; heating oil and other fuels; gasoline; inter-city 
transportation; and tobacco products and smokers’ supplies) and the effect of changes in indirect taxes from the CPI. 
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increase of 10.9 percent in its value against 
the U.S. dollar over the year. Relative to the 
other major currencies, and based on annual 
averages, the Canadian dollar also rose 
3.8 percent against the yen, by 11.8 percent 


against the British pound sterling, and by | 


16.1 percent against the euro. 

The Canadian dollar began the year at 
US96.4¢ on January 4, 2010. By the end of 
January, the dollar had sunk to US93.9¢, 
then began rising in the middle of April. On 
April 23, fears about European sovereign 
debt were realized when the Greek govern- 
ment requested a EU/IMF bailout package, 
and money markets began reacting by seek- 
ing safe haven in the U:S. dollar. As a result, 
the U.S. dollar appreciated against foreign 
currencies, including the Canadian dollar, 
which began to slide until it reached its low 


for the year, at US92.8¢ on May 25. The | 


summer and early fall months were very tur- 


bulent and the dollar traded in a range | 


between US93.8¢ and US98.1¢. By the end 


of October, it was again at the high end of | 


this range and began a push that culminated 
with the Canadian dollar breaking through 
parity on December 31, the final trading day 
of the year. 
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FIGURE 3-5 
Canada-U.S. Exchange Rate, 2010 
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CHAPTER 4 


Overview of Canada’s Trade 
Performance 


anada’s trade in goods and services 

followed a path quite similar to that 

for world trade described earlier. That 
is to say, there was a rebound, but trade val- 
ues remained below their 2008 peak levels. 
Moreover, like global trade, the gains were 
mostly attributable to increased volumes, 
while price growth was weak. In fact, import 
prices into Canada declined last year due to 
the appreciation of the Canadian dollar. 

On the export side, advances were led 
by industrial goods, driven by strong demand 
and commodity prices. Both automotive 
products and forestry products registered 
their first increases in exports since 2004. 
However, machinery and equipment exports 
were down for the third consecutive year. 
Gains in services exports were widespread. 

With Canada having weathered the 
global recession better than most of its coun- 
terparts in the advanced economies, it was 
better positioned to absorb imports. Imports 
rose as global activity picked up, bolstered 
by businesses restocking inventories that 
were depleted during the recession. Con- 
sumers also contributed to the rebound, par- 
ticularly for automotive products. 

In 2009, Canada registered its first 
trade deficit in 15 years; in 2010, the trade 
deficit widened by $4.6 billion. 

The increase in the shortfall between 


exports and imports on the trade side further | 


widened the current account deficit, which 
moved to a $50.0-billion deficit last year 
from a $43.5-billion deficit a year earlier. The 


increase in the trade deficit accounted for 


about three quarters of the deterioration in 


the current account balance, with the bulk 
of the remainder coming from an increase 
in the investment income deficit. 


Goods and Services 

In line with the global recovery, Canadian 
exports of goods and services to the world 
rebounded 8.7 percent ($38.0 billion) to 
$474.6 billion in 2010. At the same time, 
Canada’s imports of goods and services were 
up 9.2 percent ($42.6 billion) to $506.5 bil- 
lion (Table 4-1). As such, the trade deficit 
widened to $31.9 billion, the second consec- 


| utive trade deficit registered by the country 


after a 15-year string of trade surpluses. The 
$4.6-billion deterioration in the balance last 
year followed the massive $51.2-billion 
decline of the year before. 

For 2010 as a whole, Canadian exports 
and imports of goods and services to and 
from all major markets—the United States, 
the EU, Japan and the rest of the world 
(ROW)—increased (Figures 4-1 and 4-2). 

The gains in goods and services exports 
were led by Japan, the EU and the United 
States, with advances of 10.5 percent, 
10.4 percent, and 8.8 percent, respectively. 
Overall, Canadian exports to the United 
States increased by $27.1 billion to 
$333.6 billion in 2010, to account for 
70.3 percent of total exports of goods and 
services. This was up from a 70.2-percent 
share the previous year. Similarly, the EU 
increased its share in total exports to 
10.4 percent last year compared to 10.2 per- 
cent in 2009. Exports to the EU advanced 
$4.6 billion to $49.2 billion last year. Exports 
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TABLE 4-1 


Canadia Goods and Services Trade by Region, 2010 


($ millions and annual percent change) 


Exports of Goods and Services 


Imports of Goods and Services G&S 
Balance 


2010 =2010share + ~—-% growth 2010  2010share = % growth 2010 

over 2009 over 2009 
World 474,632 100.0 8.7 506,508 100.0 oF -31,876 
WESe 333,640 / OFS 8.8 312,101 61.6 9.0 _ 21,539 
EU 49 234 10.4 10.4 55,341 10.9 2.4 -6,107 
Japan 10,952 nS 10.5 11,738 ae 9.4 -786 
ROW! 80,806 17.0 6.9 127,328 Doel 12.8 -46,522 
Exports of Goods Imports of Goods Goods 
Balance 

2010 2010 share % growth 2010 2010 share % growth 

over 2009 over 2009 
World 404,543 100.0 oS 413,110 100.0 10.4 -8,567 
US. 296,432 7303 OS SSNS) 62.8 9.8 36,875 
EU 36,355 9.0 13.4 40,284 9.8 39 -3,929 
Japan 9,708 2.4 QS 10,011 2.4 Hes’ -303 
ROW! 62,048 15:5 8.1 103,258 25-0 Sell! -41,210 


Exports of Services 


2010 2010 share % growth 

over 2009 
World 70,090 100.0 4.4 
US: 37,208 oul Syl 
EU 12,879 18.4 Zo 
Japan 1,244 1.8 18.6 
ROW! £8,759 26.8 ack 


1: ROW = Rest of World. 
Source: Statistics Canada CANSIM Matrix 376-0001. 


of goods and services to Japan were up 
$1.0 billion to almost $11.0 billion, or 
2.3 percent of total exports. With the shares 
of United States, the EU and Japan increas- 
ing, the share of the ROW fell. The ROW 
comprises all remaining OECD countries not 
already mentioned (i.e., those OECD coun- 
tries apart from the United States, the EU 
and Japan) and all non-OECD countries. The 
ROW accounted for 17.0 percent of total 
Canadian exports (or $80.8 billion) in 2010, 
down from 17.3 percent a year earlier. 
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Services 
Balance 


% growth 2010 


Imports of Services 


2010 2010 share 
over 2009 
93,398 100.0 4.0 -23,308 
52,544 56.3 SZ -15,336 
15,058 lol -1.4 -2,179 
1,726 1.8 22.9 -482 
24,070 25.8 3.8 -5,311 


For imports, the situation was much 
the opposite. The exception was Japan, 
which managed to hold its 2.3-percent share 
of total Canadian imports. Imports of goods 
and services from the United States and the 
EU increased, albeit at a slower pace than the 
9.2 percent registered for overall imports. 
Hence both economies lost share. The U.S. 
decline was marginal, down from 61.7 per- 
cent to 61.6 percent, as Canada’s imports 
from the United States were up 9.0 percent 


FIGURE 4-1 


Canada’s Exports of Goods and 
Services by Major Area, 
2006-2010 
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Source: Statistics Canada. 


last year. For the EU, where Canadian 
imports only increased by 2.4 percent in 
2010, the share drop was somewhat larger, 
falling 0.7 percentage point to 10.9 percent 
last year. Picking up share in total Canadian 
imports was the ROW, as imports from that 
region were up 12.8 percent over the year. 
As a result, the share of the ROW in 
Canada’s overall imports increased from 
24.3 percent to 25.1 percent in 2010. 

The $31.9-billion trade deficit in goods 
and services in 2010 was some $4.6 billion 
more than the $27.2 billion registered in 
2009. Improvements in the trade balance for 
the United States, the EU and Japan were 
more than offset by an enlarging trade 
deficit with the ROW. 
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Exports to and imports from the | 
United States grew at a similar pace last year | 
to the previous year, leading to a $1.2-billion | 
increase in the bilateral trade surplus. For | 
Japan, it was a case of faster-growing (but | 
smaller) exports expanding a bit more than _ 


FIGURE 4-2 


Canada’s Imports of Goods and 
Services by Major Area, 
2006-2010 
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slower-growing (but larger) imports as the 
trade deficit with that country narrowed by 
$32 million to $786 million. With the EU, 
fast-growing exports (up 10.4 percent) out- 
paced slow-growing imports (up 2.4 percent) 
to narrow the bilateral trade deficit by 
$3.3 billion to $6.1 billion. However, offset- 
ting these gains was a $9.2-billion deteriora- 
tion in Canada’s trade balance with the 
ROW. Canada exports less to this region 
than it imports: in 2010, growth in Cana- 
dian exports to the region, at 6.9 percent, 
was considerably lower than the 12.8-per- 
cent pace of imports into Canada from the 
region. This resulted in a widening of the 
bilateral trade balance. Thus, the $4.6 billion 
in gains to the trade balance with the United 
States, the EU and Japan offset the $9.2-bil- 
lion deterioration in the trade balance with 
the ROW to yield the $4.6-billion net 
increase in the overall 2010 trade deficit. 
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Much of the recovery in total trade (some 
92.2 percent) came from the goods side. This 
is because goods constituted a much larger 
share of total exports and grew faster than 
services last year (9.5 percent versus 4.4 per- 
cent). This can partly be explained by the 
smaller decline in services during the reces- 
sion in 2009 (down 6.9 percent compared to 
24.6 percent for goods), which implies less 
need for faster-than-average growth to catch 
up to earlier trends. 

The largest increase in goods exports 
occurred with the United States. Exports to 
Canada’s southern neighbour were up 
$25.3 billion out of the overall $35.0-billion 
expansion in goods exports last year. At the 
same time, some $23.3 billion more in 
imports (out of a total increase of $39.0 bil- 
lion for all imports) flowed into Canada 
from the United States. With exports up 
more than imports, the goods trade surplus 
with the United States widened by $2.0 bil- 
lion to reach $36.9 billion in 2010. 

Next in importance in terms of the 
gains in goods trade for Canada in 2010 was 
the rest of the world (ROW) region. This 
region represented roughly half the remain- 


ing gains, apart from those accounted for by | 


the United States. Canada’s exports of goods 
to the ROW grew 8.1 percent in 2010, to 
$62.0 billion, a $4.6-billion increase over the 
previous year. However, imports of goods 
from the region were up even more (advanc- 
ing sLSslorpercent, 06s$13:5 sbillion)ato 
$103.3 billion. This difference generated an 
$8.9-billion widening of the overall trade 
deficit with the region. 

Canadian exports of goods to the EU 
registered the strongest growth of all the 
regions last year, rising 13.4 percent 
($4.3 billion) to $36.4 billion. At the same 
time, imports of goods from the EU posted 


the weakest growth at 3.9 percent ($1.5 bil- 
lion) to $40.3 billion. With these develop- 
ments, Canada’s trade deficit in goods with 
the EU retreated to $3.9 billion last year. 
Lastly, goods exports to Japan grew 
slightly faster than the rate of goods imports 
in 2010, up 9.5 percent compared to 7.3 per- 
cent for imports. As a result, goods exports 
reached $9.7 billion while imports attained 
$10.0 billion, and the deficit narrowed to 
$303 million from $462 million in 2009. 


Sectoral Performance of Goods Trade 


While trade levels rebounded modestly from 
the unusually large drop registered in 2009, 
they remained below pre-recession levels at 
the close of 2010. A closer examination of 
trade by the major sectors reveals that not 
all of the weakness on the export side was 
related to the recession—some of it reflects 
longer-term structural changes. On the other 
hand, imports in certain sectors fully recov- 
ered while most other sectors approached 
their pre-recession peaks. The exception was 
the price-sensitive energy sector, which 
remained far below the heights reached just 
a few years back when the price of crude 
petroleum hit US$150 a barrel. 

The overall 9.5-percent rise in Cana- 
dian goods exports in 2010 was the result of 


| rising volumes and modest price increases.! 


Export volumes rose 8.3 percent over 2009 


| levels, while export prices advanced 1.1 per- 


cent. Notwithstanding these gains, the value 
of exports remained below those levels reg- 
istered over the years 2004 through 2008. 
Exports advanced in four of the seven 
major groups in 2010, led by industrial 
goods and materials, automotive products, 
and energy. 
Industrial 


goods and materials 


_ became Canada’s largest export sector last 
| year, as exports rose 21.9 percent, or 


$17.4 billion, to $96.5 billion. At this level, 


1 Statistics Canada Catalogue 65 208 X (2011), International Merchandise Trade, Annual Review 2010. 
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the sector accounted for 23.9 percent of total 
Canadian goods exports. Metals and alloys 
led the advances (up 39.8 percent to 
$39.2 billion) along with metal ores (up 
26.0 percent to $13.0 billion). Higher prices 
were behind much of the gains for metal 
ores, while price and volume increases were 
responsible for the gains in metals and 
alloys. The price gains were particularly 
strong for nickel, copper and zinc—for both 
ores and metals. A mix of price and volume 
gains also helped raise the levels of chemi- 
cals, plastics and fertilizers exports, which 
advanced 17.6 percent to $30.1 billion. For 
fertilizers, strong volume increases offset an 
18.8-percent fall in prices to help pull 
exports up by 29.4 percent, by value. Miscel- 
laneous industrial goods and materials 
accounted for the remainder of the increase 
in industrial goods and materials, with 
exports up some 13.4 percent. Declines in 
asbestos and other non-metallic mineral 
basic products limited the export gains in 
this category. 

Lower price hikes and virtually stag- 
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nant volume growth were behind the | 
smaller increase in energy products, as | 


energy slipped from the largest export cate- 
gory in 2009 to the second spot last year. 
Overall, energy exports were up 13.5 percent 
to $90.7 billion in 2010. Prices for crude 
oil recovered somewhat in 2010 after a 
31.2-percent correction the previous year. 
However, a 1.8-percent decline in the vol- 
ume of exports partly offset the price 
increases. A 3.0-percent increase in the vol- 
ume of natural gas exports was not enough 
to offset a 4.9-percent decline in natural gas 
prices and resulted in a 2.1-percent decline 
in the value of natural gas exports. 
Machinery and equipment exports 
fell for a third consecutive year, down 
$4.5 billion, or 5.5 percent, to just under 
$76.0 billion. This was nearly 20 percent off 
the peak export level registered in 2007. 


Losses were widespread throughout the cat- 
egory. Over 40 percent of the losses, or 
$1.8 billion, occurred in aircraft and other 
transportation equipment, with the bulk of 
the decline coming from aircraft. Telecom 
equipment and office machinery exports 
both declined in 2010 to account for much 
of the $1.4-billion loss in other machinery, 
while industrial equipment and agricultural 
machinery exports fell $1.2 billion as 
exports of both of the principal groups that 
make up this category declined. 

After five years of declines, exports of 
automotive products reversed the trend 
and registered an increase. Exports were up 
$13.0 billion, or 29.6 percent, to $56.8 bil- 
lion. Most of the gains came from passenger 
vehicles, with exports up $11.3 billion on 
the strength of a 55-percent increase in the 
volume of automobiles exported. At the 
same time, exports of auto parts were up by 
over a fifth in value terms and by over a 
quarter in volume terms. It was the first 
increase in parts exports after seven straight 
years of declines. Trimming back the gains 
was a 38.6-percent, or $1.5 billion, decline 
in truck exports. 

Agricultural and fishing products 
exports fell for the second straight year in 
2010, this time down by $329 million, or 
0.9 percent, to $36.9 billion. The declines 
were concentrated in wheat (down $1.4 bil- 
lion), barley (down $128 million), and meat 
(down $150 million) while gains were 
mostly moderate across the other agricul- 
tural commodities, with the exception of the 
other cereal preparations category, which 
was up $1.1 billion. 

As was the case for automotive prod- 
ucts, forestry products halted a five-year 
slide in exports by recording a $2.3-billion 
increase (12.0 percent) last year. Forestry 
product exports returned to $21.8 billion in 
2010. Exports of pulp and lumber accounted 
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for the gains, up $1.7 billion and $1.3 bil- 
lion, respectively, while newsprint and other 
paper exports were off by $0.7 billion. 

Also on a downward trend in 2010, 
exports of other consumer products fell 
$1.5 billion, or 8.4 percent, to $16.4 billion. 
This represented the third consecutive 
annual decline in exports of these products, 
which include home furnishings, sporting 
goods, and apparel. 

Imports by major product categories 
were up across the board in 2010. In aggre- 
gate, a 4.5-percent decline in import prices 
combined with a 15.5-percent increase in 


the volume of imports to raise the value of | 


exports by $39.0 billion, or 10.4 percent, to 
$413.1 billion. 

With the rebound in auto exports, 
automotive product imports were also on 
the rise. They were up by $13.3 billion to 
$68.6 billion, a 24.1-percent gain. Auto 
parts, some of which were likely used in the 
production of vehicles that were subse- 
quently exported last year, led the advance, 
up $5.8 billion. Truck and passenger vehicle 


by $4.0 billion and $3.5 billion, respectively. 
Imports of industrial goods and 
materials rose by $11.8 billion, or 15.7 per- 


cent, to $86.9 billion. Some 70 percent of | 


the increase was accounted for by metals 
and metal ores, which advanced $8.3 billion, 
led by precious metals. The remainder of the 
gains were fairly evenly split between chem- 
icals, plastics, and rubber (led by plastics) 
and other industrial goods (where metal fab- 
ricated basic products were responsible for 
about half the gains). 

Energy imports were up $6.2 billion, 
or 18.3 percent, to $40.2 billion last year. 
Petroleum and coal products (up $3.0 bil- 
lion) and crude petroleum (up $2.3 billion) 
accounted for most of the increase. 
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Imports of machinery and equip- 
ment, Canada’s largest import category, 
were up by a modest 5.3 percent, or $5.8 bil- 
lion, to $113.7 billion. All import categories 
advanced, except for aircraft and other 
transportation equipment. Miscellaneous 


| machinery and equipment, particularly 


communications equipment, led the gains 
(up $3.7 billion) while imports of aircraft 
and other transportation equipment 
declined $1.2 billion. 

Forestry products imports had been 
declining since 2003, but in 2010 that trend 
reversed and imports increased. Imports of 
forestry products were up $259 million, or 
10.9 percent, to $2.6 billion. Wood fabricated 


_ materials accounted for the increase, up 


$289 million, while imports of crude wood 


_ products declined by $31 million last year. 


After recording a rare decline in 2009, 
consumer goods imports resumed growth 


| in 2010, up $237 million, or 0.4 percent, to 


$57.7 billion. This represented an increase 
of about 0.3 percent over the pre-recession 


| peak, registered in 2008. Televisions and 
imports were also up strongly last year, rising _ 


household furnishings accounted for much 
of the gains. 

Agricultural and fishing products was 
the only major category to avoid a decline in 
imports during the 2009 recession and 
imports continued to expand in 2010. 
Imports have been continually expanding 
since 2004 and last year were up $226 mil- 
lion, or 0.8 percent, to $29.6 billion. For the 
most part, gains were widespread, with 
notable declines in dried fruits, fruits, and 
fruit preparations (down $127 million), other 
cereals and cereal preparations (down 
$125 million), and corn (down $101 million). 


Services Trade 


Like goods, trade in services rebounded in 


| 2010 from the declines brought about by the 


recession of the previous year. And like 
goods, the rebound was not sufficiently 


robust to recover all of the ground lost. In 
2010, services exports rose 4.4 percent to 
$70.1 billion while services imports were up 
4.0 percent to $93.4 billion, resulting in a 
$23.3-billion deficit for the year, or 
$646 million more than the deficit posted 
for 2009. Growing deficits in travel and 
transportation services along with a small 
deterioration in the government services 
balance were only partly offset by the elim- 
ination of the commercial services deficit to 
cause the increase in the deficit. 

Regionally, Canada runs trade deficits 
for services with all of its major partners 
(Table 4-1). The largest is with the United 
States ($15.3 billion), followed by the ROW 
($5.3 billion) and the EU ($2.2 billion), while 
that with Japan is the smallest ($0.5 billion). 
Last year, the increase in the services trade 
deficit came from a widening of the deficits 
with the United States, Japan and the ROW, 
while Canada narrowed its services trade 
deficit with the EU. 

Activity in the travel and tourism sec- 
tor picked up in 2010. The strong Canadian 
dollar helped create favourable conditions 
for Canadians to travel abroad, with the 
result that Canadian travel expenditures 
abroad were up 9.7 percent in 2010 (Table 
4-2). Both personal travel expenditures (up 
9.4 percent) and business travel expenditures 
(up 11.7 percent) posted strong gains. At the 
same time, foreign travel spending in 
Canada also rose, but not by as much as 
Canadian spending in the outward direc- 
tion. Foreign personal travel expenditures in 
Canada were up by 4.5 percent and foreign 
business travel expenditures in Canada 
advanced 6.3 percent. The net result was 
that Canadians increased their travel expen- 
ditures abroad more than foreigners 
increased their expenditures in Canada, 
causing the travel services trade deficit to 
widen by $1.9 billion to $14.1 billion. 
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In line with the recovery in goods trade 
with all major partners, trade in transporta- 
tion services to all regions was on the rise 
in 2010. The sole exception was for trans- 
portation services imports from the EU. This 
was likely related to the weak increase in 
goods imports from the EU. 

Transportation services _—_ exports 
rebounded by 12.3 percent ($1.2 billion) as 
exports to all major trading partners were up 
by double-digit figures. Exports of land 
transport services rose by 8.7 percent, those 
for water transport by 11.7 percent, and 
those for air transport by 15.1 percent. 
Imports of transportation services were also 
up across the board, except with the EU 
(down 1.9 percent) as noted above. Overall, 
imports of transportation services increased 
9.4 percent, most notably with the United 
States (up 16.0 percent). Again, those for 
land transport posted the slightest rebound 
(up 6.6 percent); this was followed by air 
transport (up 9.4 percent) and water trans- 
port (up 10.1 percent). 

Canada traditionally runs a commer- 
cial services trade deficit; however, in 2010, 
that changed and the country posted its first 
surplus at $477 million. Exports of commer- 
cial services advanced 2.5 percent ($1.0 bil- 
lion) -and imports .fell_2.3. percent 
($0.9 billion), moving the trade balance 
from a $1.5-billion deficit in 2009 to last 
year’s surplus. Exports of commercial serv- 
ices were up to all major partners, except to 
the ROW. At the same time, imports of com- 
mercial services were also down across the 
major partners, with the exception of Japan, 
where imports were up 40.3 percent. How- 
ever, because Japan only accounted for 
2.2 percent of total commercial services 
imports, the increase with that country was 
not sufficient to offset the declines posted 
with the other trading partners. 
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TABLE 4-2 


Services Trade by Detailed Sectors, 2009 and 2010 
($ millions and annual percent change) 


Balance 


Exports 


Imports 


2009 2010 = growth 2009 2010 = growth 2009 2010 $ change 


Total, all services 67,143 70,090 4.4 89,807 93,399 4.0 -22,664 -23,309 -645 
Travel 15,519 16,263 4.8 27,692 30,381 9.7 -12,173 -14,118 -1,945 
Business travel PIR oS Pak erolh  NOE: SO een ee -992 -1,245— -253 
Personal travel 12,992 13,576 4.5 24,172 26,450 9.4 -11,180 -12,874 -1,694 
Transportation 10,120 11,363 12.3 19,655 21,493 9.4 -9,535 -10,130  -595 
Water transport ZiT OL es O47, 8699" 9,575 10 95,992 1-6, 55,15 e597 
Air transport 4,409 5,074 15.1 8,718 9,535 94 -4,309 -4,461 -152 
Land and other transport 3,004 93,265. 8.7 22386 25590. 6:6 766 880 114 
Commercial services 39,681 40,684 2.5 41,154 40,209 -2.3 -1,473 475 1,948 
Communication services PES)! eI PE3i Phage: PHOS) PA PAOIT ys! 561 SY -39 
Construction services 298 268 -10.1 351 235 -33.0 -53 33 86 
Insurance services 4340 4,283 -1.3 6,411 6,289 -1.9 -2,071 -2,006 65 
Other financial services Moet; Sr Ahsye. CEH 4,039 3,468 -14.1 -1,403 -312 1,091 
Computer & information 4,873 5,041 3.4 2,439 2,374 -25 2,438 2,607) 229 
services 
Royalties and licence fees 53,0739) 63,7090 40.9. 8,801 8569 -2.6 -5,128 -4,864 264 
Management services 5,881 5,081 -13.6 4,722 ©5,0067 16:0 LASS 75 -1,084 
Research and development 3,457 3,901 12.8 1,185 892 -24.7 Dare 3,009 737 
Architect., eng., & oth 4°876 295,513 33.1 S245") Soy Pls 4 1,633 2,402 769 
tech. services 
Oth. Misc. services to 4,861 4,967 2.2 33499775; 30029-3:°6 -638 -333 305 
business 
Audio-visual services 2,137 2,044 -4.4 Pyexsil A JKoy, MeO, -244 -718  -474 
Government services S247 7e-2.6 1,304 1,316 08 520 461 -59 


Source: Statistics Canada CANSIM Matrix 376-0035. 
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In several instances, the combination 
of rising exports and falling imports led to 
improvements in the commercial services 
trade balance. In particular, the trade bal- 
ance for other financial services improved 
the most ($1.1 billion), followed by architec- 
tural, engineering, and other technical 
services ($769 million), research and devel- 
opment ($737 million), and other miscella- 
neous services to business ($305 million). 
On the other hand, for management services 
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and audio-visual services, falling exports and 
rising imports combined to limit the overall 
improvement in the trade balance. 


The Current Account 

The current account records the flow of trans- 
actions between Canada and its commercial 
partners. The exchange of goods and services, 
as discussed above, is the largest component 
of these transactions. The remaining two 
components of the current account capture 
the flow of payments and receipts of invest- 
ment income and current transfers. 


The current account deficit widened 
from $43.5 billion in 2009 to $50.0 billion 
last year, a $6.5-billion deterioration in the 
balance. The bulk of the decline in the cur- 
rent account balance between 2009 and 
2010 came largely from the $4.6-billion 
widening of the deficit in goods and services 
trade. The $4.0-billion decline in the goods 
trade balance accounted for roughly 62 per- 
cent of the overall decline in the current 
account balance, while the $0.6-billion 
decline in the services trade balance was 
responsible for another 10 percent. 

Canada has always run an investment 
income deficit. Growth in investment 
income payments was slightly greater than 
that for investment income receipts (7.8 per- 
cent for payments and 7.1 percent for 
receipts). As a result, there was an overall 
$1.5-billion widening in the investment 
income deficit. Profits earned by Canadian 
direct investors were up by $7.6 billion in 
2010, while dividend and interest receipts to 
portfolio and other investment holders were 
down by $2.7 billion and $0.9 billion, 
respectively. At the same time, Canadian 
payments to foreign direct investors rose by 
$5.4 billion and those to portfolio investors 
increased by $2.4 billion compared to 2009, 
while payments to other investment holders 
were down by $2.3 billion. 

Current transfers are the smallest of the 
three main components of the current 
account. In 2010, current transfer receipts 
were up $93 million to $8.7 billion while 
current transfer payments increased to 
$11.2 billion. The net result was a $290-mil- 
lion increase in the current transfer deficit 
to $2.4 billion in 2010 from $2.1 billion the 
previous year. 


Overview of Canada’s Trade Performance 


CANADA’S STATE OF TRADE 2011 


( 


43 


HAPTER 


4 


ear PIR Se Le PAE or Re eae a ee TON LES pn tbs are eat ne A Ne ST eh Ne wn ath Oe A we ee am 


eee BGP MALES One 


te ss PRO 


RFE EIA ARSE: 


EPCRA Ce SR OI SNS TE SELLE STINE RT Sa IE ETE SID 9 DRE EN eT AY 


ter aT ie IA TRL A VEEN NP ONY. iy ete, SA aE a 


poransge 


“ 


SAP LN SO RS 


Tire mre 
“fr eho Dae ark 


et “eg 0 per: Ay = ail I 


‘none yr tyen* Raed 5) Som Lp, Mang: “3 esa 
ere a) nas oe Sy a7 
Siren a oe a ee a wats 
t : \fataoh ays sin | a: ‘ He eee ; 
ano > hs Ogi? a eed 8 


Om vay andl pe Ae sepeucegrediiat Qual ae 
a! : : gudeiter) ne away gipast emir 


ou ull 79 an ADA han toed aaa 
a iy va) vy), eF. Anfrra Spartew ! cone = ae. 


ee ‘asta ns ipa | ‘Vagal 
- ar (s em ‘oe wh _ ree coy ae spn ty ° red Py ; 

. ‘ mlena sont espe Sd Arty! 
i we Vn aan Pree wialinedl in Tul PF 
‘ | + ae wil Olt hea der? id Melts ann os 


Be - Hy (i 7 ; 7 a, pert s a ad aie | wi 


r ce hen, “Pegi cis eth el At alt oes) * 
7 = P anys | Tt nme rr 


* ey) we) oti 9 Vie ate F; nih? Pi $3 oe mwa 7: ys 
. - i 7 os Wa ae Wy Ne m 7 fi a . 
~~ ' . . . ov 7 ¢¥i iy = Giiail pat) +9 7 ; + are bite a 


j “a baie Din err Oy +s) =! a lire a 
: <—* ‘ \ 
ri eat A ty heely 8 Aer. (A Pit ia 


cry -. iy foou) PRE Won ernie re waecetl A) : 

j My ie aaa 7 oo 7 he or ay ics agy oy 7 ‘ 

eee eee ee a 

. isa i a ne | a on . 
- ~~ 


Yi. 


CHAPTER 5 | 


Key Developments in Canadian 


Merchandise Trade 


anada’s trade rebounded with the 

turnaround in global market condi- 

tions in 2010. The pickup in global 
economic activity, re-stocking of inventories, 
and a better outlook for consumers helped 
strengthen foreign demand for Canadian 
products. This in turn strengthened Cana- 
dian demand for foreign intermediate 
inputs, boosted employment, and helped 
stimulate consumption in this country. 
Thus, both Canadian exports and imports 
were on the rise last year. 

This chapter examines in greater detail 
the developments in Canada’s merchandise 
trade over the past year—across trading part- 
ners, commodities and provinces—using 
Canadian trade statistics that are prepared at 
the detailed commodity and individual 
country levels.? 

Canadian merchandise exports to the 
world rose to $399.4 billion in 2010, while 
imports advanced to $403.3 billion. How- 
ever, for the most part, trade levels with 
Canada’s largest partners remained below 
their pre-recessionary levels. The bulk of 
Canada’s trade is conducted with very few 
partners. The top ten destinations for exports 
made up about 90 percent of total merchan- 
dise exports and the top ten import-supply- 
ing countries accounted for over 80 percent 
of all Canadian imports in 2010. There was 
very little movement in the rankings of 
Canada’s top trading partners. On the export 
side, the top eight last year were the same 


eight in the same order as the year before, 
while on the import side the top nine were 
unchanged in composition and order. 

The three countries breaking into the 
top ten partners were Brazil and Norway in 
the ninth and tenth spots, respectively, for 
exports, and Taiwan in tenth position 
for imports. 

In terms of specific products driving 
Canada’s trade performance in 2010, passen- 
ger vehicles, gold, certain energy products 
(i.e., crude oil and natural gas) and a number 
of non-energy resources, such as potash, 
wheat, and metals, generated huge trade sur- 
pluses and, for the most part, positive 
changes to trade balances. On the other 
hand, a number of manufactured products, 
led by trucks and automotive parts, telecom 
equipment, medicines, computers, and inte- 
grated circuits generated trade deficits and, 
again for the most part, negative changes to 
trade balances. Many of the resource-based 
products were subject to strong price 
increases last year, resulting from the historic 
economic expansion now underway in the 
emerging markets of the world. The North 
American automotive sector also appears to 
be emerging from a huge restructuring effort 
over the past several years. A bright spot in 
Canada’s trade performance was the upturn 
in passenger automobile exports after five 
years of consecutive decline. However, a 


1 Canadian trade statistics are provided in two basic forms: Customs basis and Balance of Payments basis. In Chapter Four, 
the analysis of trade with “major partners” used trade data prepared on the Balance of Payments basis. Trade statistics at 
greater detailed commodity and individual country levels are provided on a Customs basis only. As Chapter Five examines 
trade developments in detail, the data in this chapter are provided on a Customs basis. 
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by-product of the continental restructuring 


effort seems to be the disappearance of | 


Canadian production of trucks for export. 

Another bright spot in Canada’s trade 
performance in 2010, was the increase in 
exports of wood products after a five-year 
slide. Canadian exporters of wood and pulp 
are becoming more active in the fast- 
expanding Asian markets, after having suf- 
fered for years because of weak demand for 
their products resulting from the slump in 
the U.S. housing market. 
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After plunging by 25.6 percent, Canadian 
merchandise exports to the world rebounded 
in 2010, rising 11.0 percent to $399.4 billion. 


This was a reflection of the tepid recovery | 


from the world-wide recession experienced 
in 2009. For the most part, exports to 
Canada’s largest partners remained below 
their pre-recessionary levels. However, 2010 
exports to China and the United Kingdom 
were above their 2008 levels, while those to 
Brazil were virtually at par with 2008. Strong 
exports to Brazil essentially returned exports 
to that country to 2008 levels, while last 
year’s growth in exports to the United King- 
dom yielded exports to that country above 
their pre-recessionary levels. For China, 
exports continued to grow in 20097 and 
onwards into 2010. 

In 2010, two countries—Brazil and 
Norway—joined the ranks of the top ten 
destinations for Canadian exports, at 9th 
and 10th place, respectively; they displaced 
France (which fell from the 9th to the 11th 
spot) and India (from 10th to 13th). Collec- 
tively, the top ten destinations accounted for 
89.9 percent of total merchandise exports. 


2 Canada’s State of Trade 2010 report. 
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The United States remained Canada’s 
largest export trading partner, accounting 
for 74.9 percent of total exports in 2010. 
This was marginally down from the 75.0- 
percent share registered a year earlier. 
Exports to the United States rose $29.0 bil- 
lion, or 10:8 percent, to. $299.1) billion: 
While the U.S. recession ended in June 2009, 
the recovery continued to be lacklustre by 
historical standards. Consumer confidence 
remained weak, affected by a prolonged fall 
in housing prices and high unemployment 
levels. Notwithstanding the increase in 
2010, Canadian exports to the United States 
remained lower than in any year during the 
1999-2008 period. 

For 2010, the bulk of the gains in 
exports to the United States occurred in 
three categories: mineral fuels and oils, 
motor vehicles, and precious metals and 
stones. Together, these categories accounted 
for over 95 percent of the increase in bilat- 
eral exports during the past year. Buoyant 
energy prices helped push exports of mineral 
fuels and oils up by nearly $12.6 billion. 
Crude petroleum led the advance, with a 
$9.2-billion gain, followed by light and 
heavy oils (up $3.4 billion), while natural gas 
exports were essentially unchanged from the 
previous year. 

Automotive exports to the United 
States advanced for the first time following 
five years of consecutive decline. Exports of 
motor vehicles climbed $11.9 billion to 
$48.3 billion, with most of the gains coming 
from passenger vehicles (up $11.4 billion). 
Automotive parts were also up by $2.0 bil- 
lion, while truck exports were down by over 
$0.75 billion. Exports of trucks have fallen, 
on average, by about 60 percent annually 
over the past three years, and in 2010 repre- 
sented less than one sixteenth of the their 
2007 amount. 
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Gains in precious metals and stones 
were led by gold (up almost $2.0 billion) and 
silver (up $1.1 billion), with coins and pre- 
cious metals waste and scrap contributing to 
most of the remaining gains. 

Merchandise exports to the United 
Kingdom, which continued to be Canada’s 
second-largest destination, increased to $16.4 
billion in 2010, or 4.1 percent of all exports. 
Exports were up by 35.7 percent (or $4.3 bil- 
lion). Precious metals and stones led the 
gains, up $3.5 billion, with gold (up $3.0 bil- 
lion) accounting for the lion’s share of the 
advance. Nickel (up $0.7 billion) and aircraft 
(up $0.4 billion) also registered notable gains. 

China retained third place among 
Canada’s largest export destinations, 
accounting for 3.3 percent of all merchandise 
exports. Exports to China advanced $2.1 bil- 
lion to $13.2 billion. Pulp, fats and oils, 
wood, and mineral fuels and oils accounted 
for much of the gains, advancing $0.7 bil- 
lion, $0.6 billion, $0.5 billion and $0.4 bil- 


lion, respectively. However, exports of oil | 


seeds posted a sizeable loss ($0.7 billion), due 
entirely to reductions in canola seed ship- 
ments. Over the five-year period 2006-2010, 
China’s share of Canadian exports has risen 
from 1.8 percent to 3.3 percent. 

Japan was Canada’s fourth-largest 
export destination in 2010. Exports to Japan 
were valued at $9.2 billion, up $0.9 billion 
(or 10.6 percent) over 2009. Mineral ores 
accounted for the largest increase, at $331 
million, followed by wood, at $164 million. 
Japan was the destination for 2.3 percent of 
all Canadian shipments abroad in 2010. 

Mexico was in fifth spot for Canadian 
exports. Exports to Mexico grew the slowest 
among the top ten destinations, as they 
expanded by only 4.2 percent (up $204 mil- 
lion) to just over $5.0 billion. Strong gains 
in oil seeds (up $188 million) and aluminum 
(up $104 million) were offset by losses in 
mechanical machinery and appliances 


| 


(down $201 million) and electrical machin- 
ery and equipment (down $154 million). 
Smaller gains in other categories, led by iron 
and steel, meat, and motor vehicles, 
accounted for the overall increase in exports. 

Germany ranked sixth in 2010. 
Exports to Germany were up $201 million 
(S.4 percent) to $3.9 billion. Strong gains in 
mineral ores (up $314 million) and inor- 
ganic chemicals (up $122 million) were 
largely offset by a $379-million reduction in 
exports of aircraft and parts. 

Exports to seventh-ranked Korea 
advanced $182 million (5.2 percent) to $3.7 
billion. A $160-million gain in cereal exports 
was largely offset by a $134 million decline 
in machinery and appliances. Lesser gains 
were registered for pulp (up $82 million), 
mineral fuels and oils (up $60 million), and 
wood (up $46 million), which contributed 
to the overall increase. 

The Netherlands ranked eighth in 
2010, the same as in 2009. Exports to the 
Netherlands were up $490 million (17.8 per- 
cent) to $3.2 billion. Strong gains in alu- 
minum (up $226 million), oil seeds (up $215 
million), nickel (up $153 million) and inor- 
ganic chemicals (up $115 million) were par- 
tially offset by a $228-million decline in 
exports of mineral fuels and oils. 

Brazil broke into the top ten Canadian 
export markets for the first time in 2010, 
placing 9th—a considerable jump from 14th 


| place in 2009. Exports vaulted 60.4 percent, 


or $967 million, to nearly $2.6 billion. Three 


| products accounted for the bulk of the 


increase: fertilizers, up $301 million (180.9 


| percent); pharmaceutical products, up $281 


million (3,158.6 percent); and mineral fuels 
and oils, up $192 million (94.7 percent). For 
the most part, Canada recouped all of its 
exports to Brazil lost during the global reces- 
sion of 2009. 
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In 10th spot was Norway, up from 
13th place in 2009. Exports to Norway 
jumped 43.4 percent, or $765 million, to 
$2.5 billion. Gains were widespread among 
the leading products, but the bulk of the 
increase was in nickel (up $616 million) 
and to a lesser extent in aluminum (up 
$108 million). 

\MAerchanaise Imports 

Canadian merchandise imports also rose in 
2010, but at a slower pace than exports. 
Total imports were up 10.5 percent ($38.2 
billion) to $403.3 billion. There was very lit- 
tle movement in the ranks of the top import 
suppliers to Canada between 2009 and 2010, 
with the first nine (the United States, China, 
Mexico, Japan, Germany, the United King- 


dom, Korea, France and Italy) retaining their | 


positions. There was, however, a change in 


Algeria. The top ten import suppliers com- 
bined accounted for 80.7 percent of the total 
Canadian import market in 2010. 
Accounting for just over half of all of 
Canada’s imports (50.4 percent), the United 
States was Canada’s largest supplier of for- 
eign-produced products; this was down from 
a 51.2-percent share in 2009. Notwithstand- 
ing the decline in share, imports from the 
United States rose by $16.4 billion (8.8 per- 
cent) to $203.2 billion. Increased imports of 
automotive products led the advances, as 
imports of these products were up by $7.2 
billion. Trucks for transport of goods (up 25.0 
percent), passenger cars (up 22.3 percent), 
and motor vehicle parts (up 21.7 percent) 
accounted for the bulk of the automotive 
import gains. Smaller gains were registered 
for mineral fuels and oils, iron and steel, and 
mechanical machinery and appliances (up 
$1.6 billion each), and for plastics (up $1.2 
billion). Imports of aircraft and parts were 
trimmed by $0.6 billion to limit the gains. 
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China was Canada’s second-largest 
merchandise import supplier. At 12.1 per- 
cent, the growth in imports from China was 
slightly above the overall average, and 
China increased its share of the Canadian 
import market from 10.9 percent in 2009 to 
11.0 percent in 2010. Imports from China 
rose by $4.8 billion to reach almost $44.5 
billion last year. Mechanical machinery and 
appliances (up $1.6 billion) and electrical 
machinery and equipment (up $1.5 billion) 
accounted for about two thirds of the overall 
gain. Computer-related equipment and 
printing machinery led the gains within the 
former category, while telephone sets and 
transistors and diodes led the advances in 
the latter category. 

Mexico was in third place, increasing 
its market share by a full percentage point 


the 10th place spot, with Taiwan displacing | Detwecnn OG agar Ossie as 


cent market share on the strength of a 
33.7-percent (or $5.6 billion) increase in ship- 
ments to Canada. More than 60 percent of 
the gains came from motor vehicles (mostly 
trucks and passenger vehicles) and electrical 
machinery and equipment (in particular tele- 
phone equipment and parts). Mechanical 
machinery and appliances and mineral fuels 
and oils accounted for about half of the 
remaining gains. 

Imports from Japan, Canada’s fourth- 
largest source, were up $1.1 billion (8.8 per- 
cent) to $13.4 billion in 2010. Automotive 
products (mainly parts and passenger vehi- 
cles) and mechanical machinery and appli- 
ances (led by bulldozers, graders, scrapers, 
etc. and piston engines) accounted for 
roughly 60 percent of the overall gains. 

Imports from Germany, Canada’s fifth- 
largest supplier of imports in 2010, advanced 
$0.6 billion (5.9 percent) to $11.4 billion. 
Automotive products accounted for the 
gains, expanding by $0.7 billion. Increased 
imports of passenger cars largely accounted 
for the increase in automotive products. 
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Electrical machinery and equipment imports 
were also up ($110 million), but were more 
than offset by a $130 million decline in 
mechanical machinery and appliances. 
Imports from the United Kingdom, 
which placed sixth among Canada’s top ten 
import sources, were up $1.3 billion (13.9 
percent) to $10.7 billion. Mineral fuels and 
oils registered the largest increase, at nearly 
$1.0 billion, with crude oil accounting for 
some 80 percent of the gains and non-crude 
oil making up most of the remainder. 
Imports from seventh-ranked Korea 
were up $217 million (3.7 percent) to $6.1 bil- 
lion. The largest increase was for ships and 
boats (up $193 million), followed by automo- 
tive products (up $77 million) and mineral 
fuels and oils (up $49 million). Partially offset- 
ting the gains was a $175-million decline in 
electrical machinery and equipment. 
Eighth-ranked France was the only 
country in the top ten to register a decline in 
imports in 2010. Imports fell 3.6 percent to 
$5.4 billion in 2010 from $5.6 billion a year 
earlier. Despite a $314-million increase in 
aircraft and parts imports, declines in a num- 
ber of other categories contributed to the 
overall decrease. Imports of pharmaceutical 
products fell the most ($194 million), with 
notable declines recorded for mineral fuels 
and oils ($92 million), electrical machinery 
and equipment ($66 million), mechanical 
machinery and appliances ($65 million) and 
articles of iron and steel ($40 million). 
Italy held on to its ninth place stand- 
ing, as imports from that country expanded 
by $0.2 billion to $4.6 billion. Mineral fuels 
and oils (almost totally non-crude oils) were 
up by $113 million, followed by pharmaceu- 
tical products ($43 million), and beverages 
($27 million). 


Taiwan entered the top ten import- 
supplying economies for the first time in 
tenth spot. Canadian imports from Taiwan 
rose by $625 million (up 18.7 percent) to 
almost $4.0 billion in 2010. Electrical 
machinery and equipment accounted for 
just under half of the overall gains (up $286 
million), with precious metals and stones 
(up $85 million) and articles of iron and 
steel (up $82 million) also contributing 
strongly to the advance. 


Merchandise Trade by Top 
Drivers 

Out of more than 1,200 goods,’ the 26 prod- 
ucts listed in Table 5-1 were included for 
their overall impact on the change in 
Canada’s trade balance. Jointly, these prod- 
ucts made up slightly less than half of 
Canada’s merchandise exports in 2010 and 
nearly a third of merchandise imports. 
Twelve of the selected products generated 
improvements to the trade balance amount- 
ing to nearly $25.9 billion. Another fourteen 
products registered the largest declines in the 
trade balance, totalling some $16.8 billion. 
When taken together, these 26 products pro- 
duced a $9.1-billion improvement in 
Canada’s trade balance from 2009 to 2010. 
In comparison, Canada’s overall trade bal- 
ance only improved by $1.4 billion. 

As seen in the Table 5-1, these top driv- 
ers fall into two broad categories: trade sur- 
plus products and trade deficit products. 
Within each category, trade is further 
subdivided into trade that flows substan- 
tially in both directions and trade that is 
primarily one-way. 

Products for which there are substan- 
tial trade flows and for which Canada regis- 
ters a trade surplus include passenger 


3 Canada’s merchandise trade is usually reported by what is known as the Harmonized System (HS) of Trade Classification, 
an internationally defined system for codifying traded products. Within the HS system, trade is broken down into some 97 
chapters, also known as the HS 2-digit level. Each chapter is then broken down into sub-categories at the 4-digit level and 
each 4-digit sub-category is further broken down into individual products at the 6-digit level. This section examines those 
products at the HS 4-digit level that drove the change in Canada’s trade balance over the past year. 
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TABLE 5-1 


Canadian Merchandise Trade by Top Drivers 


($ millions and percent) 


2010 


Exports 


Export 
Growth 


2010 
Imports 


Import 
Growth 


BlInce 
2010 


A Bince 
2010/2009 


TRADE SURPLUS PRODUCTS 


Passenger Cars i 
Crude Oil 

Gold 

Petroleum Gases 

Subtotal 

Potash ioaheae 
Chemical Woodpulp 
Nickel Mattes 

Aluminum, Unwrought 
Sawn Lumber 

Coal 

Raw Diamonds 

Canola Oil 

Uncoated Paper 

Aircraft 

Iron Ores & Concentrates 
Wheat And Meslin 

Subtotal 

TRADE DEFICIT PRODUCTS 


‘Large Exports and Large Imports 


Medicaments, Dosage Form 
Motor Vehicle Parts 
Telephone Equipment & 
Parts 

Subtotal 


_ Small Exports and Large Imports 


Precious Metals Waste 

Medicaments, Bulk 

Electronic Integrated 

Circuits 

Trucks (Transport Of Goods) 

Bulldozers, Graders, 

Scrapers Etc 

Tractors 

Computers 

Subtotal 

26 Product Total 
Total All Commodies 


pie 


$ 


37,985.6 
51,942.0 
13,831.6 
18,359.4 


5,196.6 
4,960.9 
oe 7 
6,025.2 
5,050.3 
5,986.7 
2,681.5 
2,188.0 
2,452.7 
6,969.1 
3,190.6 
4671.2 

52,165.5 


9,058.2 
3, 185-2 


16,225.4 


629.3 
3,932.0 
1,631.6 


703-2 
E37 1 


Beet be 
1,767.0 
9175.3 

199,684.9 
399,420.7 


£22,016.7 


3,982.0 


% 


L336 
-29.3 
-28.1 


-55.7 
-37.1 


-54.4 
-10.0 
oo 
20.3 
11.0 


$ 


8,879.6 


18,353.6 


7,496.2 


34,7293 


1,986.0 
8,879.6 
ooo 


11,570.5 
2,579.0 


2,026.9 
rare Fo te yA 
39,050.5 
139,440.0 
403,347.2 


Source: Office of the Chief Economist, DFAIT; with data from Statistics Canada. 
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18.5 
12.4 
67.9 
18.6 


Qed, 
4.7 
73.4 
46.4 
Pai 
1.9 
26.7 
51.8 
-4.8 
-3.8 
206.1 
-32.8 
16.7 


-6.8 
22.9 
20.6 


13.2 


-24.8 
-6.8 
1.8 


34.7 
38.8 


32.4 
12.6 
2087 
25.4 
105 


EFISS 2 
28,087.8 

6,299.7 
14 155.0 
63,484.4 


CW yAle 
4,796.9 
2,706.3 
5,726.0 
4,562.8 
4,908.5 
2,160.1 
1,963.8 
1,958.6 
4,758.8 
2,274.0 
4,658.5 
45,645.4 


-4,897.6 
-9,295.4 
4,311.0 


-18,504.0 


-1,356.7 
-4,897.6 
“1.9975 


-10,865.3 
-2,441.9 


2 304.7 
-6,588.2 
-30,380.9 
60,244.8 
-3,926.5 


-1,003.5 
3076 
-1,742.9 


-4,074.0 


741.0 
-1,003.5 
-701.3 


-3,866.2 
-802.4 


-1,027.9 
eit 295 
27-7687 
9,073.0 
1,362.0 
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Performance of Small, Medium, and Large-sized Firms in 
Canadian Exports During the Global Financial Crisis’ 


Export Performances by Firm Size 
and the Crisis 

During the recent global financial crisis, 
medium-sized Canadian exporters (busi- 
nesses with 100 to 499 employees) per- 
formed better than either small or large 
exporters, increasing the value of their 
exports by 7 percent between 2008 and 
2009 to $51 billion (Figure 1). This con- 
tinued a decade-long trend during which 
the share of medium-sized enterprises in 
Canadian exports has steadily increased. 
In contrast, large firms (those with 500 or 
more employees) saw the value of their 
exports decrease by 36 percent to $157 
billion during the crisis. Small businesses 
(those with fewer than 100 employees) 
make up the remaining category. During 


Value of Exports, by Firm Size, 
1999-2009 
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Source: Statistics Canada, Exporter Register. 


the crisis, small firms experienced a 34- 
percent drop in export (from $103 billion 
in 2008 to $68 billion in 2009). In 2009, 
small firms accounted for 86 percent of 
Canadian exporters. 

The Crisis and Canada’s Exports to 
the United States 

The value of Canadian exports to the 
United States increased from $279 billion 
in 1999 to $322 billion in 2008, which 
represented 78 percent of the total value 
of Canadian exports. However, the 
advent of the global financial crisis caused 
the value of Canadian exports to the 
United States to fall by 31 percent to $225 
billion in 2009. At the same time, 
Canada’s large firms experienced a similar 
sharp decline in exports to the United 


Number of Exporters, by Firm Size, 
1999-2009 
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Special Edition: Canadian Small Business Exporters. This report investigates the importance of small business in 
international markets by examining the number of exporters of merchandise and the value of exports by indus- 
try, province, destination and firm size over the 1999-2009 period. The report also provides a financing profile of 
Canadian SMEs that exported in 2007 and explores the involvement of SMEs in global value chains. To receive 
the publication, please subscribe online at www.ic.gc.ca/SMEstatistics/subscription. 
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States, of roughly the same magnitude as 
the overall decline. This result is hardly 
surprising given that large firms account 
for the vast majority of Canada’s exports 
to the United States. For Canada’s small 
businesses, exports to the United States 
also fell, by 30 percent between 2008 and 
2009, while medium-sized firms were 
slightly less affected—down by 25 percent 
over the same period. 

The somewhat different perform- 
ance among different sized firms can 
partly be explained by relating the size of 
a firm to the industry to which it belongs. 
For example, transportation equipment 
and mining and oil and gas extraction 
accounted for about 45 percent of Cana- 
dian merchandise exports to the United 
States in 2008. One feature of the oil and 
gas and other resource-related sector is 
that it is more likely to be populated by 
large firms, which would in turn have 
been subjected to the sharp declines in 
resource prices during the global crisis. 
Large firms are also major participants in 
the automotive sector, which was already 


Small Business Exports by Destination 
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declining but then fell sharply during the 
crisis. By contrast, small and medium- 
sized enterprises typically serve niche 
markets or provide intermediate inputs as 
part of integrated North American value 
chains. These activities were likely less 
impacted by the crisis. 


Small Business and Other Export 
Destinations : 


Small firms are particularly important for 
exports to non-traditional markets. 
Canada’s small firms accounted for just 
over 20 percent of total merchandise 
exports to both the United States and the 
EU in 2009; however, they accounted for 
over 30 percent of exports to the rest of 
the world before the global financial cri- 
sis, and subsequently saw that share shoot 
up to 40 percent in 2009. The absolute 
value of their exports also increased 
slightly. Meanwhile, the shares and the 
absolute value of exports for both 
medium-sized and large firms declined 
during the crisis. 


Main Export Destinations for Canadian 
Small Businesses 
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The share of exports destined for the 
United States from Canada’s small busi- 
nesses has also decreased since 1999. In 
2009, the United States received 66 per- 
cent of the total value of Canadian small 
business exports, down from 75 percent in 
2008 and 82 percent in 1999. In contrast, 
exports to Japan, China and South Korea 
have become increasingly important for 


Canada’s small businesses over the last 
decade. In 2009, these firms exported dis- 
proportionally more than medium-sized 
or large firms to a number of key emerging 
markets. For example, small firms 
accounted for 65 percent of the value of 
Canadian exports to India, 63 percent to 
Egypt and 60 percent to Turkey. 


vehicles, gold and certain energy products 
(e.g. natural gas and crude oil). The resource- 
based products were affected by price 
changes in 2010. For crude oil, prices were up 
last year, helping to underpin the expansion 
of the trade balance for this product. Like- 
wise, prices of precious metals were on the 
rise in 2010, with the price of gold up from 
US$973 per troy ounce in 2009 to US$1225 
per troy ounce in 2010.* Natural gas prices 
fell over 2010 while experiencing a modest 
increase in export volumes, resulting in a 
small increase in value of natural gas exports; 
however with imports up by more, the bal- 
ance narrowed. For passenger cars, most of 
which were destined for the United States, 
the gain was a result of volumes increasing 
while prices fell. Overall, these four products 
registered a $63.5-billion trade surplus, up 
$16.1 billion over the previous year. 


Products for which Canada typically | 


reports large exports and smaller imports are 
largely composed of non-energy resources 
such as potash, metals, and wheat. Many of 
these products benefited from strong price 
gains along with improving demand condi- 
tions as production began to pick up coming 
out of the global recession. For pulp, strong 
demand from China helped push exports 
up. By contrast, wheat exports fell in 2010, 
as both export prices and volumes fell last 


year. Finally, sales of big ticket items such as 
aircraft were likely impacted by the reces- 
sion. The trade surplus for these products 
grew by $4.8 billion to $45.6 billion. 

Products with substantial trade flows 
but for which Canada registers a trade deficit 
include telecommunications equipment, 
medicines, and motor vehicle parts. The sub- 
siding of fears of a global influenza pan- 
demic may explain the fall in trade of 
dosage-sized medicaments, while the pickup 
in the North American automotive market 
likely explains the strong increases in auto 
parts trade. However, the overseas business 
environment is generally weak as compared 
to Canada; this might lie behind the increase 
in telecom imports at the same time as 
exports were down. Overall, the increase in 
exports of auto parts was offset by the 
declines in medicaments and telecom equip- 
ment and the value of exports of these prod- 
ucts was little changed over the year while 
imports increased, resulting in a $4.1-billion 
widening of the deficit for these products. 

Products for which Canada typically 
reports large imports and smaller exports are 
largely composed of manufactured goods. 
For most categories, Canadian demand was 
up while foreign demand was off. Overall, 
the trade deficit for these products widened 
by $7.8 billion to $30.4 billion. 


+ Statistics Canada Cat. No.: 65-208, International Merchandise Trade: Annual Review 2010. 
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Merchandise Trade by Major 
Product Groups 

This section examines Canada’s 2010 trade 
performance according to the following 12 
product groups: energy; vehicles and parts; 
machinery and mechanical appliances; elec- 
trical and electronic machinery; technical and 
scientific equipment; agricultural and agri 
food products; minerals and metals; chemi- 
cals, plastics and rubber; wood, pulp and 
paper; textiles, clothing and leather; con- 
sumer and miscellaneous manufactured 
products; and other transportation equip- 
ment. The first five of these groups are single 
chapters under the Harmonized Classification 
system, while each of the remaining seven 
groups are comprised of several HS chapters. 


Canadian exports of energy products 
increased 15.6 percent ($12.8 billion) to 
$94.8 billion in 2010, making energy 
Canada’s largest export product group. As 
explained in Chapter Four, most of the gains 
were caused by price increases, while vol- 
umes held fairly steady. Notwithstanding 
the increase, exports remained well below 
their record-setting 2008 level ($133.3 bil- 
lion), established when crude oil prices sur- 
passed US$150 per barrel. 

Imports of energy products into 
Canada also rose last year, up 18.0 percent 
($6.2 billion) to $40.6 billion. With exports 
rising more than imports in value terms, the 
trade surplus for energy products expanded 
to $54.2 billion. 

China is a growing market for Cana- 
dian energy exports. Exports were up 45.0 
percent ($394 million) in 2010, reaching 
nearly $1.3 billion—a level five times as 
great as two years ago. However, the United 
States was by far the principal destination for 
Canadian energy exports in 2010, account- 
ing for some 92.6 percent ($87.7 billion) of 
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total Canadian exports of fuels, oils, and 
other energy products. The United States 
also supplied $12.3 billion (30.4 percent) of 
Canada’s total energy imports. With exports 
exceeding imports, Canada posted a bilateral 
trade surplus with the United States for 
energy products, amounting to $75.4 bil- 
lion. This was an overall increase in the trade 
surplus for energy products of $10.9 billion. 
Thus, the United States accounted for more 
than the total of the increase in the energy 
products trade surplus. Important declines 
in energy products balances came from trade 
with Nigeria (down $1.2 billion), the United 
Kingdom (down $1.1 billion), Iraq (down 
$633 million), Mexico (down $475 million), 
and Saudi Arabia (down $440 million) to 
account for much of the difference between 
the U.S. balance and the total balance for 
these products. 

Three commodities (crude oil, non- 
crude oil, and petroleum gases—almost 
exclusively natural gas) make up about 90 
percent of the trade in energy products—a 
little more for imports and a little less for 
exports. Crude oil is the largest of the three 
categories, making up 55 percent of energy 
exports and almost 59 percent of energy 
imports. Crude oil exports advanced $9.1 
billion in 2010 to reach $51.9 billion, a 21.3 
percent increase over 2009 levels. Increased 
exports to the United States (up $9.1 billion) 
accounted for the gain, while the largest 
export declines were registered for India 
(down $38.4 million), Malaysia (down $38.1 
million) and Chile (down $25.1 million). 

Crude oil imports grew at a slower pace 
than exports, rising 12.4 percent to $23.9 
billion in 2010. Ten countries posted notable 
gains amounting to $5.1 billion while 
another ten posted notable losses totalling 
$2.5 billion to explain the overall $2.6 bil- 


| lion increase in imports. Nigeria (up $1.2 bil- 


lion), the United Kingdom (up $0.8 billion), 
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and Iraq (up $0.6 billion) led the advancing 
countries, followed by Brazil at $549 million. 
Brazil was a new source of crude oil imports 
for Canada in 2010, as there were no imports 
of crude recorded from Brazil in the two pre- 
vious years. Suppliers that experienced a 
decline in crude oil imports into Canada 
were led by Norway (down $854 million), 
Azerbaijan (down $624 million) and the 
United States (down $364 million). Four 
countries—Venezuela, Denmark, Algeria, 
and the United Arab Emirates (UAE)— 
recorded declines of between $100 million 


and $200 million each, with shipments from | 


the UAE virtually disappearing. France, 
Trinidad and Tobago, and the Ukraine 


posted no sales to Canada last year after | 


having supplied $65 million, $63 million 
and $9 million, respectively, in crude oil 
imports the year before. 

With crude oil exports up more than 
imports, the trade surplus for these products 
widened by $6.5 billion, from $21.6 billion 
in 2009 to $28.1 billion last year. 


Canadian exports of non-crude petro- | 


leum oils were up $2.8 billion (23.5 percent) 
to $14.8 billion last year. Exports to the 
United States accounted for the gains as they 
were up by $3.4 billion (31.9 percent). Lim- 
iting the gains were losses to European des- 
tinations. Combined, exports of these 
products to France, Germany, Italy, the 


Netherlands, Spain, Switzerland and the | 


United Kingdom fell by $438 million, led by 
a $140-million decline to the Netherlands. 
At the same time, Canadian imports of non- 
crude oils increased by nearly $2.7 billion 


(38.3 percent) to $9.6 billion. The United | 


States accounted for roughly half the gains 
at $1.3 billion. Imports from the Nether- 
lands posted the largest decline, at $130 mil- 
lion. As a result of these increases, there was 


a small increase in the trade surplus for non- 
crude petroleum oils, to $5.2 billion in 2010 
from $5.0 billion a year earlier. 

Exports of petroleum gases were up 
marginally by $19.7 million (0.1 percent) 
between 2009 and 2010, to $18.4 billion. Vir- 
tually all of these exports were destined for 
the United States. Imports of petroleum gases 
advanced more strongly than exports, rising 
by $659.4 million (18.6 percent) to $4.2 bil- 
lion. About two thirds of the increase came 
from the United States, with the remainder 
largely coming from Trinidad and Tobago 
(up $135 million) and Qatar (up $53 mil- 
lion). As imports were up more than exports, 
the surplus in petroleum gas trade narrowed 
by $640 million to $14.2 billion in 2010. 

About half of the remaining smaller 
energy categories registered a deterioration 
in their trade balances last year, while the 
other half posted improvements. For exam- 
ple, coal recorded the largest gain, as its trade 
surplus widened by $1.0 billion, while elec- 
tricity recorded the biggest loss, with a $364 
million-narrowing of its trade surplus. These 
categories contributed about $0.5 billion to 
the overall $6.0 billion increase in the 
energy trade surplus. 

As noted above, exports to China have 
increased rather strongly over the last couple 
of years. Two commodities have accounted 
for the bulk of the increase—coal and petro- 
leum coke. For coal, exports to China were 
up by over 53 percent last year after having 
almost quadrupled the year before, while 
coke exports jumped by 358.5 percent in 
2010 after having risen by over 67 percent a 
year earlier. Coal is the larger of the two 
export products, accounting for roughly 
eight of every ten dollars of shipments of 
energy products to China. 
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Vehicles and Parts® 

As reported earlier, exports of vehicles and 
parts reversed a five-year slide and posted a 
gain in 2010. For the year as a whole, exports 
were up $11.8 billion (30.8 percent) to $50.2 
billion. Imports also increased, although at a 
slower pace. Imports of vehicles and parts 
posted a $10.9-billion increase to $60.3 bil- 
lion, up 22.1 percent over the 2009. With 
these movements, the automotive trade 
deficit narrowed to $10.1 billion in 2010 
from $11.0 billion a year earlier. 

Some 96 percent of Canadian automo- 
tive exports were destined for the United 
States in 2010, while that country supplied 
roughly two thirds of Canada’s automotive 
imports. Other important suppliers of 
automotive products to the Canadian 
market include Mexico (9.9 percent), Japan 
(9.5 percent) and Germany (5.6 percent). 

The bulk of the changes in automotive 
trade can be attributed to three products— 
passenger vehicles, transportation vehicles 
(i.e. trucks) and automotive parts. Together, 
these three products accounted for over 95 
percent of exports and nearly 88 percent of 
imports of automotive products. 

Passenger vehicles were the largest of 
the three major automotive product cate- 
gories, accounting for over 75 percent of 
automotive exports and nearly 40 percent of 
automotive imports in 2010. Passenger vehi- 
cle exports were up 43.0 percent ($11.4 bil- 
lion) to $38.0 billion last year, with the 
United States accounting for all of the 
increase. At the same time, imports of these 
products grew by 18.5 percent ($3.6 billion) 
to $23.0 billion. Import gains were led by the 
United States ($2.1 billion), followed by Mex- 
ico ($0.8 billion) and Germany ($0.6 billion). 
Korea (down $116 million) and Brazil (down 
$100 million) registered the largest declines 
over the year. With exports advancing 


6 HS Chapter 87. 
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considerably more than imports, the trade 
surplus for passenger vehicles more than 
doubled in 2010, rising from $7.2 billion in 
2009 to $15.0 billion last year. 

Parts and accessories were the second- 
largest category of automotive trade, and 
represented 18 percent of automotive 
exports and 30 percent of imports in 2010. 
Trade in these products expanded with the 
pickup in North American automotive pro- 
duction: exports increased by $2.1 billion to 
$9.1 billion, while imports were up by $3.4 
billion to $18.4 billion. With these move- 
ments, the trade deficit in automotive parts 
and accessories widened by $1.3 billion to 
$9.3 billion. On the export side, the bulk of 
the increase was to the United States (up 
$2.0 billion) followed by Mexico (up $57 
million). For imports, the United States 
accounted for about 70 percent of the 
increase ($2.4 billion), with Japan ($286 mil- 
lion), Mexico ($273 million), Korea ($192 
million) and China ($173 million) account- 
ing for most of the remainder of the gains. 

Canadian truck exports have virtually 
disappeared over the past decade or so. They 
reached a peak of $14.4 billion in 2002 and 
have fallen every year since, with the excep- 
tion of the slight increase registered in 2005S. 
In 2010, exports were valued at $705 mil- 
lion, less than one-twentieth of the 2002 
value; export values have more than halved 


_ in each of the past three years. The bulk of 


the decline was in shipments to the United 
States. At the same time, truck imports were 


_ up by more than a third last year, or nearly 


$3.0 billion. Canada sources over 95 percent 


| of all truck imports from its two North 


American neighbours, so it is no surprise 
that imports of trucks sourced in the United 
States led the advances (up $1.8 billion) fol- 


_ lowed by Mexico (up $940 million). 
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Mechanical Machinery and 
Appliances’ 


Mechanical machinery and appliances | 


(hereafter machinery) comprises a single 
chapter in the HS classification system. It is 
also one of the largest categories of goods in 
Canada’s trade, covering a variety of items 
ranging from ball bearings to mobile cranes 
and derricks. 

Machinery exports fell $1.1 billion (3.7 
percent) in 2010, to $28.8 billion. Declines 
were widespread, with only 36 of 87 subcat- 


egories registering increases. Leading the | 


declines were gas turbines (mainly for air- 
craft), air or vacuum pumps, appliances for 
manufacturing semiconductor crystals, and 
computers and components, as_ these 
exports decreased by $349 million, $321 mil- 
lion, $220 million, and $196 million, respec- 
tively. A pickup in the automotive sector led 
to gains for piston engines and engine parts, 
which partially offset the declines. Notable 
declines occurred in exports to China (down 
$279 million), Mexico (down $201 million), 
Korea (down $134 million) and France 
(down $112 million). There was a gain of 
$132 million posted to Russia. 

In contrast to exports, imports of 
machinery rose over 2010, up $4.1 billion 
(7.8 percent) to nearly $57.0 billion. The vast 
majority of the increase went to four coun- 
tries—China, the United States, Mexico and 
Japan—as imports from those countries rose 
by $1.6 billion, $1.6 billion, $695 million 
and $415 million, respectively. Piston 
engines posted the largest increase, at $1.1 
billion followed by computers, self propelled 
dozers, and engine parts, at $933 million, 
$721 million and $381 million, respectively. 
Gas turbines posted the largest decrease, at 
$645 million. 


7 HS Chapter 84. 
8 HS Chapter 85. 


The combination of falling exports 
and rising imports in 2010 meant that the 
trade deficit for mechanical machinery and 
appliances widened by $5.2 billion to $28.2 
billion, completely erasing the $4.3-billion 
improvement in the balance registered in 
2009. The trade deficits with China (up $1.9 
billion), the United States (up $1.6 billion), 
Mexico (up $0.9 billion) and Japan (up $0.5 
billion) all widened, to account for over 
90 percent of the deterioration in the 
trade balance. 

Flectrical and Electronic 

Machinery and Equipment® 

Exports of electrical and electronic products 
fell by $1.1 billion to $15.1 billion, most 
notably to the United States (down $1.0 bil- 


| lion, or 90.6 percent of the total). Smaller 


declines to Mexico (down $154 million) and 
Hungary (down $96 million) accounted for 
much of the remainder while a $71-million 
increase in exports to China helped stem the 
losses. Among the products that comprise 
this category, gains and losses were evenly 
split with 23 of the 48 major subcompo- 
nents posting gains, another 23 posting 
losses, and no trade in the final two cate- 
gories. However, the losses compiled were 
greater than the gains and so overall exports 
fell. The key losses were concentrated in 
three products—integrated circuits, tele- 
phone and related equipment, and televi- 
sion receivers—which fell by a combined 
$1.2 billion. 

Imports of electrical and electronic 
products advanced to $42.5 billion in 2010, 
up $4.2 billion from a year earlier. Higher 
imports from China (up $1.5 billion), Mex- 
ico (up $1.2 billion), the United States (up 
$0.8 billion), Denmark (up $0.4 billion) and 
Taiwan (up $0.3 billion) accounted for the 
overall gain. Increases were widespread 
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across products, led by telephone and 
related equipment, insulated cables and 
wires, electric generators and rotary convert- 
ers, and semiconductor devices, to account 
for two thirds of the gain. 

With exports falling by $1.1 billion and 
imports expanding by $4.2 billion in 2010, 
the trade deficit in electrical and electronic 
machinery and equipment widened by $5.3 
billion to nearly $27.5 billion. 

Exports of technical and scientific equip- 
ment edged down 0.6 percent ($30.8 mil- 
lion) to $5.4 billion last year. On a regional 
basis, losses were widespread, but small for 
the most part. The largest export decline 
occurred with Germany, where exports were 
down by $15.9 million. On the other hand, 
exports to the United Kingdom advanced 
$34.3 million, while those to Hong Kong 
and the United States were up by $21.3 mil- 
lion, and $20.6 million, respectively. At the 
same time, imports rose by $343 million to 
$11.6 billion. Gains were led by Japan (up 
$102 million), Mexico (up $77 million) and 
China (up $74 million), while imports from 
the United States were down by $76 million. 

On the export side, gains were led by 
liquid crystal devices and lasers (up $57.4 mil- 
lion), followed by miscellaneous machines 
(up $32.8 million), while losses were largest 
for direction finding compasses and naviga- 
tional instruments (down $61.0 million) and 
surveying, meteorological, and geophysical 
instruments (down $50.2 million). For 
imports, gains were most notable for survey- 
ing, meteorological, and geophysical instru- 
ments (up $104.6 million) and automatic 
regulating or control instruments and their 


Again, the combination of falling 
exports and rising imports set the stage for a 
deterioration of the trade balance for tech- 
nical and scientific equipment. Last year, the 
trade deficit in these products widened by 
$374 million, to $6.1 billion. 
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Canadian exports of agricultural and agri 
food products edged up $382 million (1.0 
percent) to $39.2 billion in 2010. Exports to 
Mexico led the way, up $213 million, while 
exports to six other countries (the Nether- 
lands, China, Korea, Pakistan, Russia and the 
United Arab Emirates) registered gains of 
between $100 million and $200 million for 
each. At the same time, important losses 
accrued to Iraq (down $263 million) and to 
Saudi Arabia, Morocco, India and Italy, with 
declines of between $100 million and $200 
million each. Exports of canola oil posted 
the largest increase, up $644 million. 
Increased exports to China were responsible 
for over 87 percent of the gain. Soya bean 
exports also advanced, up $310 million from 
2009, with the Netherlands accounting for 
nearly 70 percent of the increase. Pork 
exports expanded by $212 million, with 
important gains to the United States and 
Russia. By contrast, price corrections in cere- 
als and grains contributed to declines in the 


| value of their exports in 2010. For example, 
_ wheat prices were down 16.9 percent while 
_ barley prices were off by 13.9 percent. The 


parts (up $82.2 million), but were partially _ 


offset by losses in medical/surgical instru- 
ments and appliances (down $64.4 million). 


9 HS Chapter 90. 
10 HS Chapters 1 through 24. 
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net result was that the value of wheat 
exports tumbled $1.4 billion and barley 
exports declined by $115 million. Exports of 
frozen potatoes and other vegetable also fell 
in 2010, down $135 million, with two thirds 
of the decline attributed to fewer sales in the 
U.S. market. 
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Imports of agricultural and agri food 
products also rose in 2010, but by less than 
for exports. For the year, imports of this 
major commodity group were up by $134 
million (0.5 percent) to $29.9 billion. For the 
most part, changes by suppliers were fairly 
small. For example, the largest increases were 
a $147 million rise in imports from Mexico 
followed by a $54 million increase from 
Guatemala, while the largest declines were 
posted by the United States (down $333 mil- 
lion) and New Zealand (down $33 million). 
Likewise, gains and losses by product were 
fairly small. A $178-million advance in ethyl] 
alcohol led all imports of agricultural and 
agri food products, followed by coffee (up 
$110 million) and sugar (up $104 million), 
while a $105-million reduction in soya bean 
oilcakes posted the largest decline. 

With exports rising more than imports, 
Canada’s trade surplus in agricultural and 


agri food products widened by $249 million | 


to $9.2 billion in 2010. 
Minerals and Metals" 


Rising prices for primary commodities 
proved a boon to trade in minerals and met- 
als last year. Exports of minerals and metals 
jumped up by $14.9 billion to $63.4 billion 
in 2010. Gains were registered across all HS 
chapters that make up this category, with 
the exception of articles of stone, plaster, 
and cement (HS Chapter 68) and glass and 
glassware (HS Chapter 70), which posted 
declines of $62 million and $54 million, 
respectively. Advances were led by precious 
metals and stones, where exports were up by 
$7.8 billion to account for slightly over half 
the overall gain. Iron and steel (up $2.0 bil- 


lion), aluminum (up $1.7 billion), and nickel | 


(up $1.6 billion) also recorded strong gains. 
Three countries—the United States, the 
United Kingdom and Norway—accounted 


| 
| 


for over 80 percent of the gains, with 
advances of $7.2 billion, $4.1 billion, and 
$745 million, respectively. 

At the product level, four commodities 
recorded increases in exports in excess of 
$1.0 billion in 2010. Gold led the gains, with 
exports up nearly $5.5 billion (65.4 percent) 
to $13.8 billion. Gold prices were up 25.9 
percent last year and averaged US$1,224.55 
per troy ounce for the year. The United King- 
dom accounted for some 55 percent of the 
gains, followed by the United States, at 36 
percent, with Switzerland and Hong Kong 
accounting for the remainder. 

Nickel exports advanced $1.3 billion 
(85.5 percent) to $2.8 billion as prices were 
up 48.8 percent over the year. Norway (up 
$06 billion) and the United Kingdom (up 
$0.7 billion) accounted for the gains. Exports 
of unwrought aluminum rose by $1.2 billion 
(23.9 percent) to $6.0 billion, led by gains to 
the United States (up $0.7 billion), the 
Netherlands (up $0.2 billion), and Mexico 
(up $0.1 billion). Finally, exports of silver 
more than doubled last year, up $1.0 billion 
(137.8 percent) to $1.8 billion. All of the 
gains came from the United States, which 
absorbed over 98 percent of total Canadian 
exports of silver. 

On the import side, imports of metals 
and minerals were up $9.5 billion in 2010, to 
$49.0 billion. As was the case for exports, the 
gains were widespread, with only lead and 
related articles (HS Chapter 78) registering a 
decrease last year. Precious metals and stones 
(up $3.5 billion), iron and steel (up $2.2 bil- 
lion), articles of iron and steel (up $1.1 bil- 
lion) and metal ores (up $1.0 billion) led 
the gains. Geographically, gains were wide- 
spread. The United States accounted for 
43.4 percent of the overall increase in 


u HS Chapters 25, 26, and 68 through 83, except for Chapter 77. Chapter 77 is being held in reserve and presently does not 


exist in the HS system. 
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imports, followed by Argentina (9.7 per- 
cent), 
(6.3 percent each), and China (6.0 percent). 


Peru and the United Kingdom — 


Gold imports, which accounted for | 
nearly one third of the increase, were up by | 


$3.1 billion (67.8 percent) to $7.6 billion. 
Three countries—Argentina, Peru and the 
United Kingdom—accounted for nearly 
60 percent of the overall gain in gold 
imports, up by $888 million, $547 million, 
and $377 million, respectively. Thus, gold 
accounted for some 96.6 percent of the over- 
all increase in metal and mineral imports 
from Argentina, some 91.0 percent for these 
imports from Peru, and 63.0 percent of these 
imports from the United Kingdom. 

With exports of metals and minerals 
increasing by more than imports in 2010, 
the trade surplus for this category widened 
by $5.4 billion to $14.4 billion. 
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Exports of chemicals, plastics, and rubber 
increased by $2.7 billion to $41.5 billion in 
2010. Fertilizers posted the largest gain, up 
$1.4 billion, followed by plastics (up $744 
million), organic chemicals (up $670 mil- 
lion), inorganic chemicals (up $480 million), 
and rubber (up $410 million). A $1.4 billion 
decline in pharmaceuticals put a cap on the 
gains. The United States accounted for over 
60 percent of the gains, Brazil accounted for 
20 percent and China 10 percent. 

The overall gain in exports of fertilizers 
was due to a $1.5-billion rise in potash 
exports and a $98-million decline in nitro- 
gen based fertilizers. The United States 
accounted for slightly over half of the 
increase in potash exports, with Brazil, 
China and Malaysia together accounting for 
a further 38 percent of the overall increase. 


12 HS Chapters 28 through 40. 
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Exports of plastics were up by 7.2 per- 
cent ($744 million). Polyethylene (up $391 
million) and polyvinyl chloride (up $67 mil- 
lion) were responsible for over 60 percent of 
the overall gain in plastics. 

The net decline in exports of pharma- 
ceuticals was the result of a $1.7-billion 
decline in dosage-form medicaments that 
was partially offset by a $166-million 
increase in exports of blood and vaccines. 
The United States accounted for 73.5 percent 
of the decline for dosage-form medicaments, 
with Ireland (down 12.5 percent) and 
Switzerland (down 10.7 percent) accounting 
for much of the remainder. 

Imports of chemicals were up by $1.8 
billion to $55.2 billion in 2010. The gains 
were greatest for plastics (up $1.3 billion), 
rubber (up $495 million), and inorganic 
chemicals (up $437 million), but were par- 
tially offset by a $1.0-billion decrease in 
imports of pharmaceuticals. The bulk of the 
gains came from increased imports from the 
United States (up $1.7 billion), China (up 
$352 million), and Kazakhstan (up $179 mil- 
lion), while notable declines were registered 
for Ireland (down $685 million), Switzerland 
(down $296 million) and Australia (down 
$186 million). 

Canadian imports of plastics were up 
across most subcategories, most notably for 
polypropylene (up $253 million), polyethyl- 
ene (up $207 million), polyacrylics (up $135 
million) and polyesters (up $110 million). 
Imports from the United States were up 
$1.2 billion, to account for over 85 percent 
of the overall increase in plastics imports. 

Imports of rubber and related products 


_ were led by increases in natural rubber (up 


$222 million) and synthetic rubber (up $127 
million) to account for about 70 percent of 
the overall advance in this subcategory. 
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For inorganic chemicals, aluminum 
oxides, radioactive isotopes, and miscella- 
neous metal oxides accounted for about two 
thirds of the increase in imports last year. 

The $2.7-billion increase in exports 
was greater than the $1.8-billion increase in 
imports in 2010, resulting in a $0.9-billion 
narrowing of Canada’s trade deficit in 
chemicals, plastic, and rubber, to $13.7 bil- 
lion last year. 


Wood, Pulp, and Paper” 


As mentioned in the previous chapter, 
exports of forestry products halted a five- 
year overall slide in exports. In 2010, exports 
of wood, pulp and paper increased by $2.4 
billion to $27.2 billion over 2009, with gains 
in pulp (up $2.0 billion) and wood (up $1.3 
billion) outweighing a $0.9 billion decline 
in paper and paper products. 

Roughly half of the advance came from 
greater exports to China. Japan and India 
were next, with each accounting for a little 
over 10 percent of the gain, followed by 
Korea and the United States, at a little over 
5 percent of the advance for each country. 

Pulp exports were up, led by chemical 
wood pulp (up $1.3 billion) and wood pulp 
from mechanical or chemical pulp processes 
(up $423 million). Together, these two prod- 
ucts accounted for over 85 percent of the 
overall increase in pulp exports. 

For wood exports, lumber accounted 
for the bulk of the increase (up $1.1 billion), 
with particle board and logs making up 
most of the remainder of the gains. In the 
case of lumber, the United States, China and 
Japan together made up about 90 percent of 
the overall increase, accounting for 46 per- 
cent, 33 percent, and’ 13 percent of the 
gains, respectively. 


13 HS Chapters 44 through 49. 
14 HS Chapters 41 through 43, and 50 through 65. 


Broad declines were registered for 
exports of various paper and paperboard 
products in 2010. Overall, outward shipments 
fell by $910 million, as exports of uncoated 
paper fell by $683 million, or 75 percent of 
the overall decline. Fewer exports of uncoated 
paper to the United States accounted for vir- 
tually all of the decline. 

Imports of wood, pulp, and paper rose 
by $138 million in 2010. Wood led the 
advance, as imports were up by $245 mil- 
lion. Pulp was the only other category to 
post an increase, with imports ahead by $32 
million. Fewer imports were reported for 
paper and paperboard (down $71 million), 
books and newsprint (down $57 million), 
manufactures of straw (down $9 million), 
and cork (down $3 million). 

With exports up by $2.4 billion and 
imports advancing by only $138 million, 
the trade surplus in wood, pulp and paper 
widened by $2.2 billion to $14.3 billion 
in 2010. 

Textiles, Clothing, and Leather" 
Canadian exports of textiles, clothing and 
leather (TCL) reversed a seven-year slide in 
exports with a $347-million increase in 
2010, as total TCL exports reached $4.4 bil- 
lion. Increases were registered in 12 of the 
19 major categories that comprise this 
group. Exports to the United States 
advanced $119 million, while those to Hong 
Kong and China were up by $80 million and 
$33 million, respectively, to account for 
roughly two thirds of the overall gains. 

Gains in exports were led by furskins 
and artificial fur (up $120 million) and raw 
hides and skins (other than furskins) (up $95 
million), followed by impregnated textiles 
(up $45 million) and man-made filaments, 
yarns, and fabrics (up $44 million), to make 


| up the bulk of the advances. 
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Imports of TCL products also rose in 
2010, up $322 million to $16.0 billion. As 
with exports, gains were widespread, with 
only 4 of the 19 major categories that make 
up this group posting declines over their 
2009 levels. Gains were small across the 
group, with leather articles registering the 
largest increase, at $90 million. Similarly, 
losses were small, with imports of woven 
apparel down the most, at $113 million, fol- 
lowed by furskins at $11 million. 

Imports from China were up the most 
($177 million), followed by Cambodia (up 
$63 million), Poland (up $48 million) and 
Mexico (up $36 million). At the same time, 
imports from the Netherlands were down 
the most, at $48 million, followed by India 
(down $44 million). 

With exports rising by $347 million 
and imports up by only $322 million, the 
trade deficit for TCL products improved mar- 
ginally (down $24 million) to $11.6 billion 
TyZOTOr 


Exports of consumer and miscella- 
neous manufactured products fell by $2.2 
billion in 2010. All of the decline was attrib- 
utable to special provisions, in particular to 
reductions in unclassifiable exports (gener- 
ally these are low-value export transactions 
and confidential commodities), repairs, and 
goods of U.S. origin returning to the United 
States without transformation. Once these 
special provisions are removed from consid- 
eration, exports of the remaining consumer 
and miscellaneous manufactured products 
increased by $303 million, with some 
85 percent of the advance attributable to fur- 
niture and bedding, which rose by $259 mil- 
lion last year. 


1S HS Chapters 66, 67, and 91 through 99. 
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Seats, other than barber and dental 
seats, led the gains for furniture exports as 
they rose by $307 million in 2010. The prin- 
cipal export category was “parts for seats,” 
which accounted for 94 percent of all 
exports of these products. The main destina- 
tion for exports of seats was the United 
States, which accounted for some 90 percent 
of the overall shipments abroad. 

Exports of toys, games, and sports 
equipment, the next largest subcomponent, 
also increased last year, up $34 million. A 
$107 million gain in articles for funfair, table 
or parlor games was mostly offset by declines 
in toys, sporting goods, and other entertain- 
ment articles, which fell by $47 million, $31 
million, and $11 million, respectively. 

Imports of consumer and miscella- 
neous manufactured products were up $1.1 
billion last year, with just under 40 percent 
of the gain attributable to special provisions. 
After taking these special provisions into 
account, imports of consumer and miscella- 
neous manufactured products were up by 
$664 million. Furniture and bedding 
accounted for the increase, up $780 million 
last year; all other major subcomponents 
that comprise this group registered fewer 
imports last year than in 2009. 

All subcomponents of furniture and 
bedding registered increased imports in 
2010: seats and their parts accounted for just 
over half the increase, with miscellaneous 
furniture and lamps and lighting fixtures 
accounting for another 30 percent of the 
overall increase. 

Articles for funfair, table or parlor 
games registered the largest decline in con- 
sumer products, down an overall $211 mil- 
lion in 2010. A $303-million decline in 
imports of these products from China was 


| behind the decline. 
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Other Transportation Equipment" 


Exports of other transportation equipment 
fell by 10.4 percent ($1.2 billion) to $10.7 bil- 
lion in 2010. Losses were registered in all 
three subcomponents of this group: aircraft 
and related equipment exports were down by 
$925 million, while those for railway equip- 
ment, and ships and boats, were down by 
$197 million and $117 million, respectively. 

Declines in aircraft and related equip- 
ment mainly centred on aircraft, with 
exports falling by $868 million to $6.9 bil- 
lion, accompanied by a $515-million decline 
in exports of aircraft parts. Sales of aircraft to 
the United States were down $1.1 billion 
while those to Denmark and Germany fell 
by $358 million and $353 million, respec- 
tively. By contrast, exports to the United 
Kingdom were up by $388 million. Increases 
in excess of $100 million were also recorded 
for Switzerland (up $158 million), Latvia (up 
$155 million), Ethiopia (up $147 million) 
and Angola (up $112 million). 

On the import side, a $629-million 
decline for aircraft and related equipment 
was partially offset by increases of $109 mil- 
lion for ships and boats and $8 million for 
railway equipment. 

The decline in imports of aircraft and 
related equipment was dominated by a 
$515-million decrease in parts for aircraft, 
supported by an $88 million decline for air- 
craft. For aircraft parts, three countries—the 
United Kingdom, the United States and 
Japan—accounted for much of the overall 
decline, as imports from these three coun- 
tries fell by $229 million, $159 million, and 
$123 million, respectively. 

For railway equipment, advances for 
locomotives, freight cars, containers, and 
parts were largely offset by declines for self 
propelled and not self propelled coaches. 


16 HS Chapters 86, 88, and 89. 


Yachts and other pleasure vessels, up 
$75 million, and cargo vessels, up $52 mil- 
lion, accounted for most of the increase in 
imports of ships. 

With exports falling more than 
imports, the trade surplus in other trans- 
portation equipment narrowed by $726 mil- 
lion to $3.3 billion in 2010. 


Trade by the Provinces and 
Territories 

Canadian merchandise trade rebounded in 
2010 across most provinces and territories, 
with a few exceptions: exports declined for 
Manitoba and the Yukon; imports into 
the Northwest Territories were down; and 


| both exports and imports fell for Prince 


Edward Island. 

Ontario posted the largest recovery in 
trade among the provinces and territories, as 
the province accounted for more than one 
half of the overall increase in Canadian mer- 
chandise exports in 2010, and over 70 per- 
cent of the rise in merchandise imports. 
Overall, Ontario’s exports were up $20.8 bil- 
lion (19.1 percent) to $168.5 billion and 
imports advanced by $27.4 billion (13.2 per- 
cent) to $235.7 billion (Table 5 2). On the 
export side, half of the gains ($13.2 billion) 
came from the automotive sector, with pre- 
cious metals and stones responsible for 
another quarter of the gains ($6.3 billion). 
Other sectors with important increases 
included iron and steel (up $1.5 billion), 
nickel (up $1.1 billion), and chemicals, both 
inorganic and organic (together up $1.1 bil- 
lion). A number of sectors posted declines, 
the most important of which were pharma- 
ceuticals (down $1.5 billion) and electrical 
machinery and equipment (down $0.9 bil- 
lion). As with exports, the increase in 
Ontario’s imports was greatest in automotive 


products (up $10.6 billion), which 
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TABLE 5-2 


Merchandise Trade by Province and Territory, 2010 
($ millions and percent) 


2010 Export Export 2010 Import Import 

Exports$ Growth% Share % Imports$ Growth % Share 
Ontario 168,459.9 14.1 42.2 235,670.9 $372 58.4 
Alberta 78,662.3 ie ha. 1937 19/2182 Pe 4.8 
Quebec 59,205.1 2.0 14.8 66/9919 5.8 16.6 
British Columbia pda ro vAU Al 14.5 ie: S700 2.2 et Hee B- 
Saskatchewan 24,195.4 10.4 6.1 8,108.9 ial, 2.0 
New Brunswick 12,696.4 2oer Bey 10,694.5 13.8 ae 
Manitoba 10,365.2 -2.5 2.6 13,773.4 5.9 3.4 
Newfoundland 921255 6.7 Dao 30709 35.4 OF 
Nova Scotia 4,413.2 ioe eck 8,080.6 21.4 2.0 
Northwest Territories 2,069.1 SOE 0.5 OY, ashe 0.0 
PEI TLCS -8.9 0.2 41.1 -0.4 0.0 
Yukon Territory 95.6, "—=2o0 0.0 94.7 22.4 0.0 
Nunavut 6.1 53.6 0.0 83.8 68.1 0.0 
Total 399,420.7. 11.0 100.0 403,347.2 10.5 100.0 


Source: Office of the Chief Economist, DFAIT; with data from Statistics Canada. 


accounted for 39 percent of the overall 
increase. Mechanical and electrical machin- 
ery and equipment (up $3.4 billion and $3.3 
billion, respectively) accounted for a further 
24 percent of the total provincial increase. 

Exports from Alberta posted the next- 
largest increase, up $8.0 billion (11.3 per- 
cent) to $78.7 billion last year. Over 95 
percent of the gains came from energy, with 
virtually all of the gains originating from 
crude oil. As reported earlier, most of the 
gains in this sector came about because of 
price increases, with volumes holding fairly 
steady over last year. Imports into Alberta 
advanced by $1.4 billion (7.7 percent) to 
$19.2 billion. Automotive products led the 
gains with an increase of $307 million, fol- 
lowed by articles of iron and steel, at $278 
million. Conversely, aircraft and aircraft 
parts posted the largest decline in provincial 
imports last year, at $291 million. 
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British Columbia registered the third- 
largest increase in exports among the 
provinces and territories in 2010, with 
exports up $3.7 billion (14.5 percent) to 
$29.1 billion. The strength in international 
commodity markets was reflected in these 
gains as mineral fuels and oils (up $1.2 bil- 
lion), wood (up $1.0 billion), pulp (up $0.9 
billion), and mineral ores (up $0.5 billion) 
accounted for over 90 percent of the 
advance. However, in line with the general 
weakness in Canadian exports of paper 
products in 2010, provincial exports of 
paper fell $340 million last year. At the same 
time, the province posted a small increase in 
imports, up $394 million (1.1 percent) to 
$37.1 billion. Strong gains in mineral fuels 
(up $605 million) and mechanical and elec- 
trical machinery and equipment (up $351 
million and $347 million, respectively) were 
largely offset by a $1.1-billion decline in 
automotive imports. 
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Higher energy prices also impacted 
trade in Newfoundland and Labrador, where 
a $311 million increase in energy exports 
accounted for about half of the overall $580- 
million gain in provincial exports. Likewise, 
rising prices boosted imports of energy by 
$709 million to fully account for three quar- 
ters of the overall $934-million increase in 
that province’s merchandise imports. 

Rising international energy prices 
affected the energy trade in every Canadian 
province. For New Brunswick, energy 
accounted for 80.6 percent of the increase 


in provincial exports and 75.1 percent of | 


the increase in imports to that province. 
Energy accounted for 82.5 percent of the 
increase in imports to Quebec; for 30.7 per- 
cent of the increase to Manitoba; and for 
80.0 percent of the increase to Nunavut. 
Conversely, there was little impact on the 
import side in Saskatchewan, although 
energy accounted for over 70 percent of the 
increase in that province’s exports. 


| 


| 
| 
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For Prince Edward Island, a $27.0-mil- 
lion increase in exports of fresh and pre- 
pared seafood was more than offset by a 
$43.4 million decline in vegetable prepara- 
tions and an $18.6-million decline in 
mechanical machinery and appliances. As a 
result, exports from the province slipped 8.9 
percent ($70.2 million) to $716.9 million. 

Quebec benefited from a $1.4 billion 
increase in exports of aluminum. Precious 
metals and stones also boosted exports from 
Quebec by $694.6 million, from Nunavut by 
$680.2 million and from the Northwest Ter- 
ritories by $570.1 million. By contrast, 
exports of cereals posted notable losses, down 
$81.7 million in Manitoba, $645.1 million in 
Saskatchewan, and $752.8 million in Alberta. 
Aircraft exports from Quebec declined $1.0 
billion in 2010. 


A Forecast for Canadian Merchandise Exports 


Introduction 


The rapid growth of developing econ- 
omies is changing the global economic 
landscape. Newly emerging economies 
are becoming global powers, while 
advanced economies are beginning to see 
their influence wane. While the world is 
already witnessing evidence of these 
global economic changes, as emerging 
markets continue to grow at faster rates 
than advanced economies, over the long 
term the shift in global economic power 
will become even more pronounced. 
These changes will affect Canada in many 
ways, including exerting a direct impact 


on Canada’s future trade patterns. The 
countries that are currently among 
Canada’s top export markets may not be 
the same in the future. 

Employing a frequently-used and 
well-tested model of trade in conjunction 
with private-sector forecasts of economic 
growth for each of Canada’s trading part- 
ners, we develop a long-term outlook for 
Canadian exports to 2040. The results of 
this forecast show that, due to size and 
proximity to Canada, the U.S. will con- 
tinue to be, by far, Canada’s most impor- 
tant export market. However, as a result 
of their strong growth, China, India, and 
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Brazil will all become much more impor- 
tant destinations for Canadian exports 
going forward. 

The Gravity Medel of Trade 

The gravity model of trade is a commonly 
used tool to analyze trade flows between 
countries. The name gravity is given to 
this model because, similar to the model 
used in physics to explain the gravita- 
tional force between two bodies, it shows 
that the trade between two countries is 
mainly a function of the economic size of 
the two countries and the distance 
between them. The model is widely used 
for many reasons. First, the model has 
high explanatory power, meaning the 
model provides a good prediction of cur- 
rent trade flows. Second, the model gen- 
erates consistent results: different gravity 
models applied to different countries, 
regions, and time periods yield similar 
findings. Gravity models of trade also 
allow for the addition of other variables 
that impact trade, such as common lan- 
guage, membership in the WTO, and 
bilateral free trade agreements. The fol- 
lowing gravity model was designed to 
explain Canada’s merchandise exports. 


Exports = F(GDP, distance, WTO 
membership, FTA, landlocked, 
language, U.S.) 

where, 


exports is Canadian merchandise 
exports to each individual country in 
2007; 


GDP is real GDP of the export market; 


distance is the partner country’s dis- 
tance from Canada; and, 


the other terms are dummy variables 
for WTO membership, a free trade 
agreement with Canada, being 
landlocked, and having English or 
French as a spoken language. Finally 
a special dummy variable was intro- 
duced for the U.S., because it shares 

a land border, and a unique economic 
relationship, with Canada. 


The model is based on 175 observa- 
tions and has a high explanatory power, 
accurately predicting roughly 90 percent 
of Canada’s current merchandise exports. 
This model was then shocked using a pri- 
vate third-party forecast for long-term 
GDP to give a prediction of Canada’s 
future exports in 2040. Because GDP is 
the only variable allowed to change’, it is 
the difference in each country’s relative 
GDP growth that drives the forecast for 
Canada’s trade. 

GDP Forecast 

IHS Global Insight (GI) provided the fore- 
cast for GDP growth to 2040 used in the 
model. GI predicted that by 2040 world 
GDP will increase to more than two and 
a half times its current level, from approx- 
imately US$50 trillion to US$130 trillion. 
Most of this growth will come from the 
emerging markets, especially in the 
emerging Asia-Pacific region. By 2040 the 
emerging Asia-Pacific region will consti- 
tute 32 percent of global output, up from 
16 percent in 2009. Advanced economies 
will fall from 68 percent of output in 2009 
to 48 percent in 2040. Other emerging 
markets in Latin America and Caribbean, 
Europe, the Middle East and Africa will 
also witness their share of global GDP 


1 Variables such as WTO membership and free trade agreements are assumed to remain constant, while others such 


as landlocked or distance do not change over time. 
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Top 20 Destinations for Canadian Merchandise Exports, 2009 and 2040 


Rank Top 20 in 2009 Top 20 in 2040 
it United States United States 

2 United Kingdom 

3 ees United Kingdom 

4 Japan 

R) Mexico Mexico 

6 Germany Germany 

7 South Korea France 

8 Netherlands Japan 

9 France 

10 South Korea 

11 Belgium Italy 

ae Italy 

13 Australia Australia 

14 Norway ke 


15 


16 Hong Kong 
7 United Arab Emirates 
18 Switzerland 

Saudi Arabia 


increase, rising from a combined share of 
16 percent in 2009 to 20 percent in 2040. 
It should be noted that the GI forecast is 
just one of many long-term forecasts that 
could be used in this exercise, however, 
while these forecasts may differ for indi- 
vidual countries the broad regional trends 
GI identified are similar to most other 
long-term forecasts. 


Canat la SE XI¢ yt N fark efs in 2040 


The results of this exercise show a sce- 
nario wherein the composition of 
Canada’s top 20 export markets in 2040 
may differ slightly from what it is today. 
The United States would remain Canada’s 
largest trading partner far into the future. 
In 2010, the U.S. market accounted for 
74.9 percent of Canadian merchandise 
exports, already down from 77.7 percent 
in 2008 prior to the global economic 


Netherlands 
ORT: 


crisis. By 2040 the U.S. share of Canadian 
exports is expected to be 75.5 percent. 
This is not surprising; despite the rapid 
growth in emerging economies, the 
United States remains a large and wealthy 
market that is right next door to Canada, 
whereas emerging markets are a signifi- 
cant distance away. In short, proximity is 
important. Likewise, the United King- 
dom, Mexico, Germany, and France 
would remain among Canada’s top 20 
export markets. Those countries that are 
expected to see the largest improvements 
in rank as export markets for Canada are 
those predicted to see large growth in 
their GDP: China, India, Brazil and Spain. 
Strong forecast GDP growth suggests that 
Turkey, Russia, South Africa, Poland, Israel 
and Ireland will all be included in 
Canada’s top 20 list by 2040. By contrast, 
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Overview of Canada’s 
Investment Performance 


‘ck ebb and flow of regional economic 
prospects is reflected by the move- 
ments of capital around the world. 
On the global scale, investment is increas- 
ingly being directed toward Asia, Latin 
America, and Africa. These are precisely the 
areas where Canadian investors have been 
concentrating their efforts, as direct invest- 
ment flows to the non-OECD rest of the 
world increased and stocks of direct invest- 
ment with these areas were on the rise. At 
the same time, ongoing problems and weak 
outlook for many European nations has 
reduced the attractiveness of that region and 
Canadian investors have responded by 
divesting from that area. 

The prudent macroeconomic and fiscal 
stewardship in Canada going into and com- 
ing out of the recession is a positive in the 
eyes of investors. That, coupled with 
Canada’s relatively strong economic outlook 
among the developed economies, has made 
Canada an attractive place to invest. Accord- 
ingly, investment into Canada was on the 
rise in 2010, led by North American and 
Asian investors. 


Global Foreign Direct 

Investment Flows 

Global inflows of foreign direct investment 
(FDI) were stagnant in 2010, rising margin- 
ally from US$1,114 billion in 2009 to almost 
US$1,122 billion in 2010, according to the 
United Nations Conference on Trade and 
Development (UNCTAD) (Table 6-1).’ A 


strong rebound in FDI flows to developing 
Asia and Latin America offset declines in 
inflows to developed countries. 

The source of funding also shifted as 
increased profits of foreign affiliates, espe- 
cially in developing countries, boosted rein- 
vested earnings, while the uncertainties 
surrounding global currency markets and 
European sovereign debt resulted in negative 
intracompany loans and lower equity invest- 
ments. Moreover, cross-border mergers and 
acquisitions (M&As) increased by 37 percent 
in 2010, while international greenfield proj- 
ects fell both in number and in value. 

The year was marked by a drop in flows 
during the second quarter, a rebound in the 
third quarter, and a flat fourth quarter. More- 
over, the pattern of investment inflows was 
uneven among regions. In particular, FDI 
inflows to developed countries contracted 
further in 2010, while those to developing 
and transition economies recovered, surpass- 
ing the 50-percent mark of global FDI flows 
for the first time. 

FDI inflows to the developed countries 
fell 6.9 percent to US$526.6 billion. This was 
in spite of a 43-percent surge in FDI in the 
United States. At US$56.2 billion, this was 
the single biggest increase in FDI among the 
major economic regions. 

FDI to European nations fell most 
sharply, down 19.9 percent (US$72.1 billion) 
to the EU and 21.9 percent (US$83.0 billion) 
to the continent as a whole. The Nether- 
lands and Luxembourg saw significant 


1 Global TDiinGone darvaken from UNCTAD’s Global Investment Trends Monitor No. 5, January 17, 2011. 
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TABLE 6-1 


Global FDI flows by Region and Selected Countries 
(US$ billions and %) 


FDI inflows 
2009 2010° Change Share 


(“%) (%) 


World 1,114.1 1,122.0 0.7 100.0 
Developed economies 565.9 526.6 -6.9 46.9 
Europe 378.4 295.4 -21.9 26.3 
European Union 361.9 289.8 -19.9 25.8 
Austria ick 12.6 78.8 a! 
Belgium 33.8 50.5 49.5 4.5 
France 59.6 57.4 -3.7 5.1 
Germany 35.6 34.4 -3.5 Jal 
Ireland 25.0 8.4 -66.3 0.7 
Italy 30.5 19:7 -35.5 1.8 
Luxembourg Pip fe t231 -55.7 if 
Netherlands 26.9 -24.7 - -2.2 
Poland 11.4 10.4 -8.9 0.9 
Spain 15.0 L577, 4.3 1.4 
Sweden 10.9 121 11.6 iS 
United Kingdom 45.7 46.2 12 4.1 
United States 129.9 186.1 43.3 16.6 
Japan 119 2.0 -83.4 0.2 
Canada 13.7 n.a. - - 
Developing economies 478.3 524.8 97, 46.8 
Africa 58.6 50.1 -14.4 4.5 
Egypt 6.7 6:89) esl 7, 0.6 
South Africa Sei, 1.3 -77.9 0.1 
Latin America and 
He Cabhena 116.6 141.1 214 12.6 
Brazil 299 30.2 16.3 ey 
Chile 12:7 162 43.4 1.6 
Colombia Ti, 8.7 20.8 0.8 
Mexico 12.9 ToS) 929 Leg 
Asia and Oceania 303.2 333.6 10.0 Pos Pel 
West Asia 68.3 Df -16.2 hl! 
Turkey 7.6 7.0 -8.0 0.6 


South, East and 


South-East Asia 233.0 274.6 17.8 24.5 


China 95.0 101.0 6.3 9.0 
Hong Kong, China 48.4 62.6 29.2 5.6 
India 34.6 Pie -31.5 2.1 
Malaysia 1.4 7.0 409.7 0.6 
Singapore 16.8 37.4 122.7 od 
Thailand 5.9 6.8 14.2 0.6 

South-East Europe and 

ini P 69.9 70.5 0.8 6.3 
Russia 38.7 39.7 eS Bid 


Source: UNCTAD. 
a Preliminary estimates by UNCTAD. 
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969.5 
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450.0 

10.8 
ol 
122.9 
104.9 
16.2 
23.1 
18.3 
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260) 
316.1 
4.0 
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declines: the Netherlands experienced nega- 
tive FDI flows (or divestment) in the amount 
of US$24.7 billion after having attracted 
US$26.9 billion in investment in 2009, while 
investment flows to Luxembourg more than 
halved over the year, falling US$15.2 billion. 
In addition, uncertainties about sovereign 
debts also caused declines in FDI, with the 
largest impacts seen in Ireland and Italy 
(down US$16.6 billion and US$10.8 billion, 
respectively). Elsewhere, FDI in France and 
Germany, the region’s major economies, fell 
only slightly (down US$2.2 billion and 
US$1.2 billion, respectively). 

FDI inflows to Japan plunged 83.4 per- 
cent (US$9.9 billion) due to a number of 
large divestments (e.g. Liberty Group, Ford). 

In contrast to the developed econo- 
mies, FDI flows to developing economies 
rose 9.7 percent to US$524.8 billion in 2010, 
due to a relatively fast economic recovery 
and increasing South-South flows. The value 
of cross-border M&As—an_ increasingly 
important mode of FDI entry into develop- 
ing countries—more than doubled. Not- 
withstanding this general increase, 
significant regional disparities were observed 
as Latin America and South, East, and 
South-East Asia experienced strong growth 
in FDI inflows, while West Asia and Africa 
saw declines. 

FDI inflows to South, East, and 
South-East Asia rebounded strongly in 2010. 
After a 17.5-percent decline in 2009, invest- 
ment into the region rose by 17.8 percent in 
2010, to US$274.6 billion. Booming inflows 
in Singapore, Hong Kong, China, Indonesia, 
Malaysia and Vietnam were behind the 
increase, while India registered a notable 
decline (31.5 percent). 

A surge in cross-border M&As was 
behind the significant increase in FDI flows 
to Latin America and the Caribbean in 2010. 
Overall, FDI into the region reached 


US$141.1 billion. Compared with negative | 


values in 2009, M&As reached US$32.0 bil- 
lion in 2010, and nearly reached the peak 
values registered in the region during the 
1990s. By sector, the targets of these deals 
were mainly in the oil and gas, metal min- 
ing, and food and beverages industries. 
Brazil (US$30.2 billion) was the largest recip- 
ient country for the fourth consecutive year. 
Mexico (US$19.1_ billion) and Chile 
(US$18.2 billion) also experienced signifi- 
cant inflows last year. 

After peaking in 2008, inflows to Africa 
have fallen for the past two years. In 2010, 
FDI inflows to the region were down by 
14.4 percent, to US$S0.1 billion in 2010. Sub- 
regionally, inflows to North Africa appear to 
have stabilized, while in sub-Saharan Africa, 
inflows to South Africa declined to roughly a 
quarter of their 2009 level. Overall, increased 
FDI from developing Asia and Latin America 
to Africa was insufficient to offset the decline 
of FDI from developed countries, which still 
account for the largest share of inward FDI 
flows to many African countries. 

FDI flows to West Asia, at US$57.2 bil- 
lion, were 16.2 percent lower than they were 
in 2009. The picture varied by country, with 
inflows to the United Arab Emirates 
rebounding modestly from relatively low 
values in 2009, to little change in perform- 
ance for Lebanon, to a drop in Saudi Arabia. 

The transition economies of South-East 
Europe and the Commonwealth of Inde- 
pendent States (CIS) registered a marginal 
increase of 0.8 percent in FDI inflows in 
2010, to US$70.5 billion, after falling more 
than 40 percent in the previous year. FDI 
flows to South-East Europe were down by 
nearly a third due to sluggish investments 
from European Union countries (tradition- 
ally the dominant source of FDI in the sub- 
region). In contrast, investment in the CIS 
economies rose by some 5 percent, due to 
stronger commodity prices and a faster eco- 
nomic recovery. 
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Turning from a source-based analysis 
to a destination-based analysis, global FDI 
outflows rose from US$1,189 billion in 2009 
to US$1,346 billion in 2010, an increase of 
13.2 percent according to the most recent 
UNCTAD statistics.2 Notwithstanding the 
increase, outflows remain 40.6 percent 
below their peak level, set in 2007. 


The statistical anomaly in which global 
outflows do not equal global inflows is 
the result of various reasons, including 
different methods of data collection 
between host and home countries, dif- 
ferent data coverage of FDI flows (i.e. 
treatment of reinvested earnings), and | 
different times used for recording FDI 
transactions. In addition, the fact that 
outflows exceed inflows suggests that 
part of flows recorded as outflows in 
home countries may not be necessarily 
recorded as inflows of FDI in host 


countries. 
UNCTAD: Global Investment Trends Monitor No. 6, 
April 27, 2011. 


According to UNCTAD, the rise of FDI 
outflows in 2010 reflected an improvement 
of corporate profits and the increasing inter- 
nationalization of multinational corpora- 
tions. The financial crisis has caused firms to 
rationalize their corporate structure and 
increase efficiencies wherever possible, often 
by relocating business functions to 
cost-advantageous locations. 

For the developed countries, FDI out- 
flows for 2010 rose to US$969.5 billion, up 
9.9 percent over the previous year. This was, 
however, only half of the peak level 
recorded in 2007. Reflecting the divergent 
economic situations in the major 
economies of the developed world, trends 
in FDI outflows differed markedly across 
countries and subregions, and also in their 


three components—equity investment, rein- 
vested earnings, and other capital flows 
(mainly intracompany loans). 

Outflows from the United States were 
up US$77.4 billion (31.2 percent) to 
US$325.5 billion. Increased cross-border 
M&A deals by U.S. firms, which more than 
tripled in 2010, accounted for about 80 per- 
cent of the overall increase. 

Outflows from Europe were also up, 
but only slightly (2.6 percent), reaching 
US$516.7 billion in 2010. However, in con- 
trast to their U.S. counterparts, cross-border 
M&A deals carried out by European compa- 
nies fell 67.1 percent last year. In some Euro- 
pean countries, outflows were mostly driven 
by intracompany financing to affiliates 
located abroad (for example, for Germany 
and Switzerland). For the United Kingdom, 
traditionally one of the largest investor 
countries, net outflows tumbled 44.1 per- 
cent to US$24.8 billion—a level last seen in 
1993—as parent firms withdrew or were paid 
back loans from their affiliates in order to 
strengthen their balance sheets at home. 

Similarly, for Japan, outward FDI fell by 
24.1 percent to US$56.7 billion, as declining 
intracompany loans and reinvested earnings 
outweighed a 77.8-percent increase in 
cross-border M&As. 

For the developing countries, FDI out- 
flows were up 22.7 percent over 2009 to 
reach US$316.1 billion last year. However, 
there was an uneven pattern among regions, 
with Latin America and the Caribbean and 
developing Asia posting strong increases 
while outward flows from Africa and West 
Asia declined. 

Outward FDI from South, East, and 
South-East Asia rose by 22.4 percent in 2010, 
led by Hong Kong, China, Korea, Taiwan 
and Malaysia. Companies from China con- 
tinued on a buying spree, actively acquiring 
overseas assets in a wide range of industries 


2 Global FDI outflows data taken from UNCTAD’s Global Investment Trends Monitor No. 6, April 27, 2011. 
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and countries, as outward flows rose by 
US$11.5 billion to a record US$68.0 billion. 
Cross-border M&A purchases by companies 
from the region as a whole surged to 
US$93.5 billion in 2010, with China 
(US$29.2 billion) and India (US$26.4 billion) 
accounting for nearly 60 percent of the 
region’s M&A activity. 

For Latin America and the Caribbean, 
outward FDI flows were up sharply in 2010, 
rising 76.4 percent (US$36.3 billion) to 
US$83.9 billion. The advances were under- 
pinned by a US$12.0-billion hike in 
cross-border M&A activity. The region’s 
multinational firms have increased their 
acquisitions abroad, particularly in devel- 
oped countries where investment opportu- 
nities have arisen in the aftermath of the 
crisis. For example, according to UNCTAD, 
Brazilian companies such as Vale, Gerdau, 
Camargo Correa, Votorantim, Petrobras and 
Braskem have undertaken acquisitions in 
the iron ore, steel, food, cement, chemical, 
and petroleum refining industries in devel- 
oped countries. At the same time, Mexican 
firms such as Grupo Televisa, Sigma Alimen- 
tos, Metalsa and Inmobiliaria Carso also pur- 
chased firms in the United States in 
industries such as media, food, motor vehi- 
cles and services. 

FDI flows from Africa fell for the third 
consecutive year, slipping to US$4.0 billion 
last year from US$4.5 billion in 2009. Out- 
flows fell significantly from the two major 
outward investors—Libya and South 
Africa—which together accounted for more 
than half of the regional total in 2009. Out- 
flows from Egypt were up strongly in 2010, 
more than doubling to US$1.2 billion. 

Firms in West Asia withdrew capital in 
2010. This was due to a combination of 
divestment and falling investment values. 
According to UNCTAD, the largest divest- 
ment deals included the US$10.7-billion sale 
by Zain Group (Kuwait) of its African opera- 


tions to Bharti Airtel (India), and the $2.2- 
billion sale by International Petroleum 
Investment Company (Abu Dhabi’s sover- 
eign wealth fund) of a 70-percent stake in 
Hyundai Oilbank in the Republic of Korea. 
At the same time, West Asian greenfield proj- 
ects abroad—mainly in other developing 
countries—dropped in value as govern- 
ment-controlled entities—West Asia’s main 
outward investors—redirected funds home- 
ward to support their home country. 

In 2010, FDI flows from the transition 
economies of South-East Europe and the 
Commonwealth of Independent States (CIS) 
grew by 24.3 percent, reaching a record 
US$60.6 billion. As in past years, most of the 
outward FDI projects were carried out by 
Russian companies, followed by those from 
Kazakhstan. 

As developed countries are still con- 
fronting the effects of the crisis, many multi- 
nationals in developing and transition 
economies are investing in other emerging 
markets, where the recovery is strong and 
the economic outlook better. For 2010, 
UNCTAD estimated that 70 percent of 
investment by developing and transition 
economies was directed toward other devel- 
oping and transition economies, compared 
with a 50-percent share by investors from 
developed countries. 


Canadian Direct Investment 


rerrormance 
inwara inve 


Inflows 


After more than halving in each of the two 
previous years, FDI inflows into Canada 
picked up, rising 5.4 percent ($1.2 billion) to 
$22.5 billion in 2010 (Table 6-2). However, 
this level is less than one fifth of the record 
$123.1 billion posted in 2007. The bulk of 
the inflows came in the form of long-term 
inflows to Canadian-based subsidiaries of 
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TABLE 6-2 


FDI flows into Canada by Region 
($ millions and %) 


2009 
World PA SVL 
US 10,574 
EU aPLTC 
Japan 442 
Oth OECD 2,894 
ROW 4,242 


_ Source: Statistics Canada. 


foreign firms, as only some 31 percent of the 
inflows were directed to net purchases of 
existing interests in Canada. 

The advance was due to a sharp rise in 
investment levels from the United States, 
the non-OECD rest of the world (ROW), and 
Japan. At the same time, EU levels tumbled 
and there was a divestment of funds by 
other OECD investors. Inflows from the 
United States, at $16.1 billion, accounted for 
71.5 percent of the total inflows. Next in 
terms of investor importance was the ROW, 
at $6.5 billion (29.1 percent of the total), 
followed by Japan, at $1.9 billion (8.4 per- 
cent of the total). Investment from the EU 
into Canada fell to $1.3 billion last year, or 
5.9 percent of the total. The overall EU per- 
formance can be explained by a $3.8-billion 
investment from other EU investors accom- 
panied by a $2.5-billion divestment by U.K. 
investors. It was the second consecutive year 
that U.K. outward investors have redirected 
funds homeward, although last year’s 
amount was somewhat less than the $4.1- 
billion divestment registered in 2009. 

By sector, 44.9 percent of the inflows 
were directed to energy and metallic miner- 
als, followed by finance and insurance 
(20.0 percent), services and retailing 
(12.7 percent), machinery and transportation 
equipment (4.1 percent), and wood and 
paper (3.0 percent). The remaining 15.2 per- 
cent went to all other industries. 
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2010 CHANGE GROWTH (%) 
22,477 1,150 5.4 
16,078 5,504 52.1 

1,320 -1,856 -58.5 

1,891 1,449 327.6 
235359 -6,246 -215.9 

6,542 2,300 54.3 


Inward FDI Stock 


With the increase in the flow of investment 
into Canada in 2010, the stock, or cumula- 
tive holdings, of direct investment also rose 
for the year. Foreign direct investment in 
Canada reached $561.6 billion in 2010, up 
$14.0 billion (2.6 percent) over 2009 levels 
(Table 6-3). This represented 34.6 percent of 
GDP. The gains came mostly from North 
American investors, as investment from this 
region was up by $14.5 billion. Investors 
from Asia and Oceania increased their hold- 
ings by $1.7 billion while those from South 
and Central America and the Caribbean 
were up by $0.1 billion. Holdings by Euro- 
pean and African investors dipped by 
$1.8 billion and $0.5 billion, respectively. 
Investment from North America is 
dominated by the United States, which 
increased its FDI holdings in Canada by 
5.1 percent to $306.1 billion in 2010, up 
$14.8 billion over 2009. Partially offsetting 
the advance were declines from Bermuda 
and Barbados. With the United States 
accounting for all of the gains in FDI in 
Canada, the US. share rose to 54.5 percent 
of all FDI in Canada. This was the first time 
the United States increased its share since 
2004. Notwithstanding the increase, the U.S. 
share has been trending down since 1999 


_ when the United States accounted for 


69.7 percent of all FDI in Canada. 
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TABLE 6-3 


Stock of Foreign Direct Investment into Canada by Country and Region 


($ millions and %) 


2009 
All countries 547,578 
North America 296,376 
Barbados 639 
Bermuda 2,093 
Mexico 202 
United States 291,369 
South America 14,805 
Brazil 1355 
Europe 173,188 
Belgium 3,449 
Finland 1,220 
France 17,707 
Germany G7 
- Ireland 1,565 
Italy 1,013 
Luxembourg 10,156 
Netherlands S27 2235 
Russia 564 
Switzerland 22,907 
United Kingdom 44,758 
Africa 2,084 
South Africa 744 
Asia/Oceania 61,125 
Australia 4,574 
India 6,523 
Japan 14,407 
China 12,855 
South Korea 2,188 
United Arab Emirates SRV, 


Data: Statistics Canada. 


Countries from the Asia and Oceania 
region increased their holdings of FDI in 
Canada by $1.7 billion (2.8 percent) to 
$62.8 billion in 2010. Japan led the advances 
with a gain of $1.6 billion, followed by China 
(up $1.2 billion), Korea (up $0.6 billion), and 
the United Arab Emirates (up $0.1 billion). 
However, Australian companies reduced 
their holdings by $1.9 billion (42.5 percent) 
to limit the overall gains from the region. 


2010 = == CHANGE ~ GROWTH (%) 

561,616 14,038.0 2.6 
310,899 14,523.0 4.9 
177 -462.0 723 
0 -2,093.0 -100.0 
197 5.0 25 
306,141 14,772.0 5.1 
14,907 102.0 0.7 
13,494 139.0 1.0 
171,436 -1,752.0 -1.0 
3,617 168.0 4.9 
1,135 -85.0 70 
19,032 1,325.0 7.5 

10,184 433.0 4.4. 

1,531 -34.0 DG, 
1,124 111.0 11.0 
11,357 1,201.0 11.8 
S750 -471.0 0.9 
1,036 472.0 83.7 
20,355 -2,552.0 ii 
42,178 -2,580.0 5.8 
1,547 -537.0 -25.8 
652 -92.0 a4 
62,827 1,702.0 2.8 
2,632 -1,942.0 -42.5 
6,554 31.0 0.5 
15,995 1,588.0 11.0 
14,056 1,201.0 9.3 
OTT 583.0 26.6 
3,824 72.0 1.9 


Investment from South and Central 
America and the Caribbean was up 
$102 million to $14.9 billion in 2010. Brazil 
(up $139 million) and Argentina (up 
$39 million) posted notable gains, while 
losses elsewhere lowered the overall gain. 

FDI into Canada from Europe fell by 
$1.8 billion (1.0 percent) in 2010, to 
$171.4 billion. Notwithstanding the overall 
loss, some countries registered notable gains 
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TABLE 6-4 


Stock of Foreign Direct Investment into Canada by Major Sector 


($ millions and %) 


2009 
Total, all industries 547,578 
Agric.,forestry, fishing & hunting 960 
Mining and oil and gas extraction 87,354 
Utilities O20 
Construction 4,948 
Manufacturing 198/397 
Wholesale trade 34,274 
Retail trade 14,894 
Transportation and warehousing 5,067 
Information & cultural industries 10,564 
Finance and insurance 76,839 
Real estate & rental and leasing 3202 
Prof.l, scientific and tech. services 12,023 
Mgm't of companies & enterprises 72,600 
Accommodation & food services ZS 
All other industries 16,301 


Source: Statistics Canada. 


including: France (up $1.3 billion), Luxem- 
bourg (up $1.2 billion), Russia (up $0.5 bil- 
lion) and Germany (up $0.4 billion). A 
number of other countries registered smaller 
increases as well. However, declines were 
posted by a few countries, most notably by 
the United Kingdom (down $2.6 billion), 
Switzerland (also down $2.6 billion) and the 
Netherlands (down $0.5 billion). 

The holdings of African investors were 
$537 million lower in 2010 (down 25.8 per- 
cent) than in 2009, with FDI from South 
Africa alone down $92 million. 

Approximately three quarters of the 
overall increase in FDI into Canada in 2010 
went to services-producing industries, and 
one quarter to goods-producing industries 
(Table 6-4). Within services, the sector that 
has attracted the most inward FDI over the 
years is finance and insurance, and this was 
again the case in 2010. FDI into this sector 
rose 7.0 percent, to $82.2 billion, an increase 
of $5.4 billion over 2009. Information and 
culture was the next most attractive sector 
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2010 CHANGE GROWTH (%) 
561,616 14,038 2.6 
1,292 332 34.6 
92,205 4,851 5.6 
5,954 734 14.1 
5,554 606 12.2 
195,418 -2,919 “15 
34,711 437 is 
16,287 1,393 9.4 
5,113 46 0.9 
12,730 2,166 20.5 
82.213 5,374 7.0 
5,350 68 1 
10,933 -1,090 9.1 
73,847 1,247 ie 
2,967 52 1.8 
17,042 741 4.5 


to foreign investors in 2010, as the stock of 
investment in this sector jumped 20.5 per- 
cent ($2.2 billion). Retail trade was up 
$1.4 billion (9.4 percent) and management 
of companies and enterprises was up 
$1.2 billion (1.7 percent), while professional, 
scientific, and technical services posted the 
only decline on the services side, at $1.1 bil- 
lion (down 9.1 percent). 

On the goods side, all sectors posted 
increases in FDI, with the exception of man- 
ufacturing. Advances were led by a $4.9-bil- 
lion increase in investment in mining and 
oil and gas extraction—particularly oil and 
gas extraction, which attracted three quar- 
ters of the overall sectoral investment. 
Investment in utilities was up $734 million 
over the year, followed by construction (up 
$606 million), and agriculture, forestry, fish- 
ing and hunting (up $332 million). Overall 
FDI in manufacturing fell by $2.9 billion, as 
large declines in primary metal manufactur- 
ing (down $3.5 billion), chemicals (down 
$1.8 billion), and transportation equipment 
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TABLE 6-5 


FDI outflows from Canada by Region 
($ millions and %) 


2009 
World 44,390 38,017 
US 13,897 14,728 
EU 12,842 -8,288 
Japan 17 -22 
Oth OECD 8,042 11,435 
ROW 9592 20,164 


CHANGE GROWTH (%) 
-6,373 -14.4 
831 6.0 
-21,130 -164.5 
-39 “2a /e0 
3099 42.2 
10/372; 110.2 


Source: Statistics Canada. 


(down $0.9 billion) outweighed small gains 
in many other manufacturing industries, 
which were led by petroleum and coal prod- 
ucts (up $1.5 billion) and plastic and rubber 
products (up $0.6 billion). 


Outward Investment 
Outflows 


Canadian direct investment outflows fell for 
the second consecutive year, down 14.4 per- 
cent ($6.4 billion) to $38.0 billion in 2010, 
after falling by 48.5 percent the year before 
(Table 6-5). A sharp decline in investment 
flows to the EU was responsible for the 
decline. After having invested $12.8 billion 
in the EU in 2009, there was an $8.3 billion 
divestment in the region in 2010. This gen- 
erated a $21.1-billion swing in outward 
flows last year over 2009 levels. Similarly, 
there was a $22-million divestment with 
Japan last year, following $16 million in 
investment a year earlier. Partially offsetting 
these declines were increases to the ROW 
(up $10.6 billion), to the other OECD coun- 
tries (up $3.4 billion), and to the United 
States (up $831 million). 

The bulk of the outward flows were 
invested in the finance and insurance sector, 
which accounted for 73.6 percent of the 
total outflows. Energy and metallic minerals 
was next in importance (at 20.8 percent), 
followed by wood and paper (7.6 percent) 
and services and retailing (7.4 percent). In 


addition, there was divestment in machin- 
ery and transportation equipment and in all 
other industries equal to 0.2 percent and 
9.2 percent of the total, respectively. 

Looked at another way, some $23.4 bil- 
lion of the funds were directed toward net 
acquisitions of direct investment interests 
while the remaining $14.7 billion comprised 
other flows of funds to existing affiliates, 
such as net long-term loans and re-invested 
earnings. 


Outward FDI Stock 


Changes to the stock of Canadian direct 
investment abroad (CDIA) are primarily 
affected by two factors. The first factor is, of 
course, the flow of outward direct investment 
over the year. If all other factors are held 
steady, one would expect the stock of out- 
ward FDI to increase with net additions to 
outward flows and to decline with net sub- 
tractions to outward flows. The second factor 
is the change in the exchange rate. This 
affects CDIA because the value of direct 
investment abroad is usually denominated 
in the foreign currency where the investment 
is held. The exchange rate comes into play 
when those foreign-denominated values are 
converted to Canadian dollars to calculate 
the stock of foreign investment abroad. 
When the value of the Canadian dollar is 
appreciating, the restatement of the value of 
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direct investment abroad in Canadian dollars 
decreases the recorded value. The opposite is 
true when the dollar depreciates.’ 

The Canadian dollar appreciated 
against most foreign currencies in 2010, in 
particular, the U.S. dollar, the euro, and the 
pound sterling. Thus, despite the net acqui- 
sitions and the strong investment in existing 
affiliates over 2010, the valuation effect on 
foreign currency-denominated holdings 
lowered the value of direct investment hold- 
ings abroad by $35.5 billion, contributing to 
the overall decrease in the value of CDIA. 

Canadian direct investment abroad 
declined in value for a second consecutive 
year in 2010, nudging down 0.7 percent to 
$616.7 billion, a decline of $4.5 billion from 
2009 (Table 6-6). Losses were concentrated 
in Europe (down $19.1 billion). Partially off- 
setting those losses were gains in Asia and 
Oceania (up $11.8 billion), South and Cen- 
tral America and the Caribbean (up $2.8 bil- 
lion) and Africa (up $0.4 billion). A small 
decline ($0.4 billion) was also posted for 
North America. 

At 59.7 percent of the total, North 
America was the most important destination 
for CDIA, with assets valued at $386.0 bil- 
lion. Notwithstanding the 5.7-percent 
appreciation of the Canadian dollar against 
the U.S. dollar, the value of CDIA to the 
region fell by only 0.1 percent ($377 mil- 
lion). Declines were led by the United States, 
where holdings were down by $2.5 billion 
(1.0 percent). Smaller losses were also regis- 
tered for Bermuda and the Bahamas, two 
countries whose currency is pegged one-to- 
one against the U.S. dollar, and Mexico, 
whose currency also depreciated against the 


Canadian dollar in 2010. Partially offsetting | 


the losses were gains to the Cayman Islands, 


the British Virgin Islands, and Barbados of 
$1.0 billion, $0.7 billion, and $0.5 billion, 
respectively. 

The bulk of the losses in CDIA origi- 
nated from Europe. Similar to the North 
American situation, the appreciation of the 
Canadian dollar against the principal cur- 
rency of the region—the euro—led to wide- 
spread declines in the reported value of 
CDIA. There are no data for 5 of the 17 euro 
zone countries, and only 3 of the remaining 
12 (Luxembourg, Italy and Spain) registered 
increases in their CDIA values in 2010. Losses 
were notable for France (down $6.9 billion), 
the Netherlands (down $5.1 billion), Ireland 
(down $1.5 billion) and Germany (down 
$1.0 billion). Elsewhere across the continent, 
CDIA was down by $3.2 billion in the United 
Kingdom and by $1.2 billion in Hungary. 
Overall, CDIA in Europe fell 10.9 percent to 
$157.1 billion last year. 

Fast-growing Asia is a region of keen 
interest to Canadian investors. The value of 
CDIA in Asia and Oceania jumped 27.1 per- 
cent to $55.2 billion in 2010. About two 
thirds of the increase was with Australia, 
where holdings increased by 57.9 percent 
($7.7 billion) to $21.0 billion. Other impor- 
tant gains were registered for China (up 
$1.3 billion), Japan (up $0.7 billion), Mon- 
golia (up $0.6 billion), Singapore (up $0.5 bil- 
lion) and Indonesia (up $0.4 billion). Korea 
posted the largest decline, at $0.4 billion. 

CDIA in South and Central America 
and the Caribbean increased 9.3 percent, to 
$33.2 billion in 2010. Most of the gains were 
concentrated in Brazil (up $1.2 billion), 
Chile (up $1.1 billion) and Argentina (up 
$0.5 billion), with smaller gains in Peru and 
Colombia. At the same time, Canadian 
investment in Venezuela was reduced by 
60.6 percent ($0.6 billion) during the year. 


3 Note: this currency effect only applies to foreign direct investment held abroad since foreign direct investment in Canada 
is directly recorded in Canadian doliars and the fluctuation of the Canadian dollar has no impact on the recorded value. 


CANADA’S STATE OF TRADE 2011 


Overview of Canada’s Investment Performance | CHAPTER 6 


TABLE 6-6 E 
Stock of Canadian Direct Investment Abroad by Country and Region 
($ millions and %) 


2009 2010 CHANGE GROWTH (%) : 
All countries 621,181 616,689 -4,492 -0.7 e 
North America 368,403 368,026 EO; -0.1 
Bahamas 14,948 14,864 -84 -0.6 
Barbados 51,163 $1,709 546 1.1 
Bermuda 14,031 13,828 -203 -1.4 
British Virgin Islands 2,939 3,678 739 Dsalt 
Mexico 4,575 4,551 -24 aS 
United States 252,387 249,910 -2,477 -1.0 
South America 30,394 33,214 2,820 Oh 
Argentina 1,965 Za72 507 25.8 
Brazil 8,515 9,675 1,160 13.6 
Chile 12,230 13,341 Gel 9.1 
Colombia 575 824 249 43.3 
Peru 3,890 4,183 293 7.5 
Venezuela 1,012 399 -613 -60.6 
Europe 176,193 157,076 1917 -10.9 
Belgium 1,258 1,097 -161 -12.8 
France 15,688 8,758 -6,930 -44,2 
Germany OAT 8,741 -976 -10.0 
Hungary 13,260 12,058 =1202 9.1 
Ireland 22,962 21,454 -1,508 -6.6 
Italy 711 1,008 297 41.8 : 
Luxembourg 6,125 7,264 1,139 18.6 B 
Netherlands 11,184 6,127 P5057 -45.2 : 
Russia S01 560 oo 11.8 e 
Switzerland 6,669 6,844 175 6 a 
United Kingdom 73,402 70,160 -3,242 -4.4 ‘ 
Africa 2,629 3,047 418 15.9 i. 
Congo, Dem.Rep. 0 123 123 - fe 
Asia/Oceania 43,470 55,240 11,770 27 A B 
Australia 13,328 21,045 Ta 57.9 2S 
Hong Kong 6,112 6,285 WAS 2.8 be 
India 617 492 “125 -20.3 F 
Indonesia 2,390 2,810 420 17.6 = 
Japan 6,603 7,324 721 10.9 C 
Kazakhstan PROT E, 2,304 -68 -2.9 
Mogolia 617 1214 597 96.8 
China 3,471 4,789 1,318 38.0 
Singapore 2,877 3,358 481 16.7 
South Korea 784 404 -380 -48.5 


i ea a a a ee ee 
Source: Statistics Canada. 
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TABLE 6-7 


Stock of Canadian Direct Investment Abroad by Major Sector 


($ millions and %) 


2009 2010 CHANGE GROWTH (%) 
Total, all industries 621,181 616,689 -4,492 -0.7 
Agric., forestry, fishing & hunting 2,760 2,906 146 DES. 
Mining and oil and gas extraction 100,022 LOS,509 3018 Se: 
Utilities 13,767 11,742 -2,025 -14.7 
Construction 1,665 iss5 -130 -7.8 
Manufacturing 102,714 86,660 -16,054 ELSE 
Wholesale trade 5,051 3,980 -1,071 -21.2 
Retail trade 6,092 7,039 1,547 25.4 
Transportation and warehousing 22,150 24,828 2,678 1241 
Information & cultural industries 24,204 Hey, MALS -1,091 -4.5 
Finance and insurance 229,760 242,272 WA Sle 5.4 
Real estate & rental and leasing 9,883 10,816 933 9.4 
Prof.], scientific and tech. services 8,028 8,414 386 4.8 
Mgm’t of companies & enterprises 90,025 80,582 -9,443 -10.5 
Accommodation & food services ZOU, EPS -404 -15.4 
All other industries 2,444 4,450 2,006 82.1 


Source: Statistics Canada. 


Investment in Africa rose by 15.9 per- 
cent to $3.0 billion in 2010, led by a $123- 
million gain in the Democratic Republic of 
the Congo. 

An $8.1-billion increase in investment 
in services-producing industries was com- 
pletely offset by a $12.6-billion reduction in 
investment in goods-producing industries, 
to account for the overall $4.5-billion 
decline in CDIA in 2010 (Table 6-7). On the 
services side, investors increased their hold- 
ings in finance and insurance by $12.5 bil- 
lion to $242.3 billion. Investments in 
transportation and warehousing were up 
also by $2.7 billion, while those in miscella- 
neous services industries, and retail trade 
were up by $2.0 billion and $1.5 billion, 
respectively. Holdings in management of 
companies and enterprises services were 
lower by $9.4 billion, to $80.6 billion, while 
those in information and cultural industries, 
and in wholesale trade were reduced by 


CANADA’S STATE OF TRADE 2011 


$1.1 billion each. Overall, two thirds of all 
CDIA was placed in services-producing 
industries at the end of 2010. 

Investment holdings in goods-produc- 
ing industries fell by 5.7 percent to 
$208.4 billion last year. Advances in mining 
and oil and gas extraction and agriculture, 
forestry, fishing and hunting (up $5.5 billion 
and $0.1 billion, respectively) were not 
enough to displace losses in construction, 
utilities, and manufacturing. CDIA in the 
construction sector declined by $0.1 billion 
in 2010 while that in utilities was lower by 
$2.0 billion; however, investment in manu- 
facturing accounted for most of the losses, 
down by $16.1 billion. Within manufactur- 
ing, CDIA was down in 12 of the 21 major 
manufacturing sectors and unchanged in 2 
others. Declines were most prominent for 
primary metals (down $4.2 billion), chemi- 
cals (down $3.6 billion), non-metallic min- 
erals (down $2.1 billion), printing (down 
$1.8 billion), plastics and rubber (down 
$1.5 billion), fabricated metal products 


Overview of Canada’s Investment Performance | CHAPTER 6 


(down $1.5 billion), and computer and elec- | tion equipment (up $1.0 billion), paper 
tronic products (down $1.5 billion). Partially | manufacturing (up $0.6 billion) and wood 
offsetting the losses were gains to transporta- | products (up $0.6 billion). 


The 2008 Performance of Canadian Affiliates Abroad 


Canadian goods and services can be sold 
abroad in two ways. First, they can be sold 
directly as an export from a Canadian 
company. Alternatively, they can be sold 
indirectly via a foreign-located subsidiary 
of a Canadian company. Sales by major- 
ity-owned foreign affiliates of Canadian 
businesses! are an increasingly important 
avenue by which Canadian companies 
engage in international commerce, hav- 
ing risen from the equivalent of three 
quarters of the value of Canadian exports 
of goods and services in 2000 to slightly 
over 90 percent in 2008, the latest year for 
which data are available. 

Sales of goods and services by for- 
eign affiliates of Canadian businesses rose 
to $507.8 billion in 2008, up 5.5 percent 


Sales by Canadian Foreign Affiliates 


($26.4 billion) over 2007 (Figure 1). This 
was the same rate of expansion as for 
Canadian exports of goods and services in 
2008, and the fifth consecutive year of 
increase. 

Gains were led by increased sales in 
the United States and the non-OECD rest 
of the world (ROW). For the United 
States, Canadian subsidiaries reported 
increased sales of $15.4 billion (6.3 per- 
cent) to $259.3 billion, or roughly the 
equivalent of 63.4 percent of total exports 
of goods and services to the United States 
in 2008 (Figure 2). Sales by subsidiaries 
grew faster in the ROW, although not by 
as much, as they were up 12.3 percent 
($12.7 billion) to $115.8 billion. Sub- 
sidiaries are the preferred route of delivery 
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of Canadian goods and services in this 
region and were equivalent to 188.3 per- 
cent, or nearly double, the value of direct 
exports of goods and services from Canada 
to the ROW in 2008. Partially offsetting 
the gains were lower sales in the EU and in 
other OECD countries (including Japan). 
Sales by Canadian subsidiaries in the EU 
were 1.2 percent lower in 2008 than in 
2007, as they fell by $1.1 billion to 
$92.0 billion. For other OECD countries, 
Canadian subsidiaries experienced a 1.4- 
percent reduction in sales, as sales slipped 
by $0.6 billion to $40.8 billion in 2008. 
Sales by goods producers advanced 
in 2008, while those for services produc- 
ers declined. For goods producers, the 
bulk of the gains came from mining and 
oil and gas extraction, with the other 
three major sectors also advancing but by 
lesser amounts. Sales by Canadian affili- 
ates in mining and oil and gas extraction 
rose by $22.4 billion to $133.1 billion, a 


20.2-percent increase. Supporting the © 


overall increase by goods producers, affil- 
iates in the manufacturing sector reported 
a $6.5-billion (3.3 percent) increase in 
sales, followed by utilities and construc- 
tion at $0.4 billion (2.6 percent), and agri- 
culture, forestry, fishing and hunting at 
$0.2 billion (6.6 percent). 

Declines were registered for five of 
the eight major services producers. Sales 
by affiliates in management of companies 
and enterprises services posted the largest 
decline at $3.7 billion (20.0 percent). 
Finance and insurance was down $2.4 
billion (4.2 percent), retail trade was down 
$1.8 billion (8.1 percent), and information 
and cultural industries was down $1.1 bil- 
lion (6.0 percent), all notable declines. 
Partially offsetting the declines were par- 
ticularly strong increases in transportation 
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and warehousing, up $3.5 billion (30.9 
percent), and professional, scientific 
and technical services, up $2.2 billion 
(25.6 percent). 

With the gains, goods producers 
accounted for 69.2 percent of all sales by 
foreign affiliates in 2008, up from 
66.9 percent in 2007. Over the longer 
term, the share held by the goods-produc- 
ing affiliates has been on the rise, up con- 
siderably from the 61.7-percent share 
held in 2000. 


Employment in Canadian-owned Foreign 
Affiliates 


As the global recession took hold and eco- 
nomic activity weakened, firms across the 
globe shed jobs. Canadian multinationals 
were no exception, as they reduced their 
overseas labour force by 17,000 persons in 
2008 to 1,141,000, a decline of 1.5 per- 
cent. The losses were widespread, with all 
regions posting lower employment levels, 
except for the other OECD countries 
where employment was unchanged in 
2008 from 2007. However, losses were 
more heavily concentrated in the United 
States and the United Kingdom. Canadian 
companies shed some 11,000 jobs in the 
United States (64.7 percent of all jobs 
losses) and another 3,000 jobs in the 
United Kingdom (17.6 percent of all job 
losses). However, the United States only 
accounted for between 53 to 54 percent of 
total employment by Canadian affiliates, 
while the share was only 5 percent for 
affiliates located in the United Kingdom. 
By sector, losses came primarily from 
the goods-producing industries, which 
reduced payrolls by some 21,000 employ- 
ees. In particular, Canadian subsidiaries in 
manufacturing shed 26,000 positions, 
while mining and oil and gas extraction 
added 6,000 positions. Services-producing 
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industries added a net 4,000 jobs to their | companies and enterprises services (down 
payrolls as gains in professional, scientific 2,000), finance and insurance (down 
and technical services and transportation 1,000), and information and cultural 
and warehousing (up 8,000 and 3,000, —_industries (down 1,000). 

respectively) outweighed losses in retail 

trade (down 4,000), management of 


1 Data cover only majority-owned foreign affiliates, or affiliates where the Canadian parent owns more than 50 
percent of the firm. This is a more narrow definition than that used for direct investment statistics, which only 
require 10-percent control. 
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SPECIAL FEATURE 


The Evolution of Global Value 
Chains 


introduction 


he world economy has undergone 

significant transformation over the 

past two decades. During the 1990s, 
productivity growth, stagnant since the 
1970s, appeared to reassert itself, especially 
in the United States, driven by advances in 
computing and information technologies. 
In the early part of the decade, many devel- 
oping economies experienced a period of 
rapid economic growth, only to be cut short 
with the Asian financial crisis in 1997 fol- 
lowed by similar crisis in Russia, parts of 
Latin America and the OPEC countries. The 
2000s, which began with a high-tech bust 
and the terrorist attacks of 9/11, subse- 
quently entered a period of great economic 
stability that became known as the “great 
moderation” during which a number of 
developing economies became known 
emerging economies,' and a few of the 
largest and fastest growing were singled out 
as the BRICs.? The “great moderation” 
ended, however, and the final years of the 
decade were arguably even more eventful 
than the early years with a global financial 
crisis and resulting sharp decline in global 
trade. Post crisis, the gap in economic per- 
formance between rich and emerging 


economies has widened, the weakness in the 
fiscal situation among many of the former 
has become more pronounced, and the 
global imbalances that had been growing for 
a number of years have moved to the fore- 
front of many policy debates. 

Over these two decades another, but 
much more gradual, change was also taking 
place as firms reorganized their business 
operations into global value chains (GVCs). 
Although not as apparent as some of the 
other changes taking place, as this special fea- 
ture will show, GVCs have exerted a huge 
impact on world trade and have likely played 
an important role in many of the develop- 
ments noted above. For example, GVCs have 
likely contributed to the rapid growth of the 
emerging economies, sharpened the decline 
in world trade during the recent financial cri- 
sis but may have also moderated its impact, 
and will influence the response to global 
imbalances. And most importantly, GVCs 
impact on productivity growth, competitive- 
ness, and therefore the standards of living 
within economies — the fundamental goal of 
economic progress and policy. 

The concept of global value chains 
(GVCs) was introduced in the special feature 
contained in Canada’s State of Trade 2007. 
Since then, a significant amount of research 


1 Coined by Antoine W. Van Agtmael during his tenure with the International Financial Corporation of the World Bank in 
1981, the term “emerging economies” came into widespread use in the 2000s. 
2 Originally coined by Jim O’Neill of Goldman Sachs in a 2001 paper “Building Better Global Economic BRICs” but made 


popular in O’Neill’s 2003 paper “Dreaming in BRICs.” 


3. “The Rise of Global Value Chains” by Aaron Sydor, in the Seventh Annual Report on Canada’s State of Trade, “Trade and 
Investment Update - 2007.” Available at http://www.international.gc.ca/economist-economiste/performance/state- 


point/2007. 
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and analysis has been devoted to under- 
standing GVCs and how they work. This 
year’s special feature provides an overview of 
some of that recent work, draws on the latest 
statistics and attempts to provide a link 
between GVCs and economic theory. 


A global value chain describes the full 
range of activities undertaken to bring a 
product or service from its conception to its 
end use and how these activities are dis- 
tributed over geographic space and across 
international borders.* 

This definition offers a structural view 
of GVCs, presenting them as a series of activ- 
ities, performed by any number of firms with 
each activity located in the jurisdiction 
where it is most efficiently undertaken. This 
definition describes how GVCs are organized 
and why. Another view of GVCs, however, 
might focus on the transactions they gener- 
ate; for example, the cross-border flow of 
intermediate goods and services that are 
combined in a final product that is sold glob- 
ally. Both definitions can be reconciled with 
recent developments in economic theory. 

Since the economist David Ricardo 
expressed his views in 1817, international 
trade theory has been governed by the 
notion of “comparative advantage,” accord- 
ing to which each participant in trade will 
specialize in producing the good in which it 
has comparative advantage. According to 
Ricardo’s model, the meaning of compara- 
tive advantage is expressed as a cost advan- 
tage, the source of which is not made 
explicit, although it is generally interpreted 
and modeled as an advantage based on dif- 
ferences in technology or geography. The 
result is the well known example of the 
exchange of British cloth for Portuguese 
wine. Heckscher and Ohlin built on this 


foundation, arguing that differences in what 
they referred to as “factor endowments” 
determine differences in relative costs. 
According to the Heckscher-Ohlin (H-O) 
model, this relationship produces, for exam- 
ple, the result that labour intensive countries 
should specialize in producing labour-inten- 
sive products and capital-intensive countries 
should focus on capital intensive products. 
Both of these classical models recog- 
nize that firms and individuals trade, and 
that differences in technology (Ricardo’s 
model) or endowments (H-O model) are spe- 
cific to particular locations, i.e. countries. 
However, under the so-called “new trade 
theory” developed by Paul Krugman in the 
1980s, such differences are no longer the 
only consideration. According to this theory, 
even countries that are similar will engage 
in and benefit from trade providing each 
specializes and thereby becomes more effi- 
cient in production as a result of economies 
of scale. Again, it is firms or individuals that 
trade, but the potential gains from special- 
ization are a characteristic of the industry. 
Along with economies of scale, geo- 
graphical proximity is another key element 
of the new trade theory. Here firms will 
locate near their customers and their suppli- 
ers to reduce transportation costs and gain 
an advantage over their competitors. Large 
population centres thus become magnets for 
production, which is self-perpetuating as 
firms engaged in upstream and downstream 
activities follow suit and industrial clusters 
emerge. But, once again, the differences in 
transportation costs and the relative impor- 
tance of being close to suppliers and to cus- 
tomers, i.e. agglomeration effects, are 
characteristics associated with the industry. 


4 Adapted from the definition of global value chains used by GVC Initiative at Duke University http://www.globalval- 


uechains.org. 
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If classical theory focuses on differences 
in characteristics between locations, and new 
trade theory focuses on the characteristics of 
individual industries, then the more recent 
heterogeneous firm theory (often called new 
new trade theory) focuses on the differences 
between individual firms. New new trade 
theory recognizes that within a given indus- 
try and in a given location, significant varia- 
tion can exist between firms. Although many 
firms do not engage in international trade, 
those that do so tend to be more productive. 
Firms that both trade and invest abroad tend 
to be the most productive. 

According to new new trade theory, 
engaging in international trade enables the 
best firms to expand and replace weaker 
firms, resulting in increased productivity, 
higher wages and improved standards of liv- 
ing. Under both classical and new trade the- 
ory, most of the gains from trade occur as a 
result of the movement of resources between 
industries,> whereas new new trade theory 
suggests that most benefits arise from differ- 
ences within industries, i.e. between firms. 
According to new new trade theory, trade 
takes place because of the differences 
between individual firms which can possess 
a technology or intellectual property (IP) 
that makes them better able to compete 
internationally. This produces a second 
source of benefit from trade because when 
individual firms expand, they can spread 
their fixed costs of innovation across a larger 
customer base, thereby increasing the incen- 
tive to innovate. Such a dynamic benefit 
that accumulates over time, much like com- 
pound interest, can potentially be an impor- 
tant gain from trade. 


the Evolution of Global Value Chains | SPECIAL EFATURI 


The idea of global value chains builds 
on this evolution of the understanding of 
why and how trade occurs and the resulting 
impacts. As recognized by new new trade 
theory, even within a country or industry, 
firms can operate very differently. One of 
those differences may be how firms integrate 
into global value chains; if firms produce 
their own intermediate inputs or if they 
source them from outside the firm, if their 
human resource or accounting departments 
are next door to their production facilities or 
are located half way around the world. GVCs 
may therefore explain some of the observed 
productivity differences between firms as 
identified under the new new trade theory. 
But, potentially more importantly, GVCs 
can be treated like a technology employed 
by the firm to become more competitive. 
GVCs help to look into the black box that is 
the firm and understand how they operate 
and why. 

Several models of GVCs have been 
developed, each aimed at providing a theo- 
retical framework to predict the behaviour 
of firms engaged in global trade.° Feenstra 
and Hanson (1996, 1997) begin with a 
Heckscher-Ohlin framework but divide the 
production process for any particular final 
good or service into activities. These activi- 
ties are then allocated to the location where 
they are most efficiently performed. Gross- 
man and Rossi-Hansberg (2008) provide a 
similar model for trade but focus on tasks 
instead of activities. The difference between 
activities and tasks is primarily an issue of 
aggregation. For example, an activity such 
as legal services may be separated into dis- 
tinct tasks, such as the provision of high- 
value legal advice or the execution of 


5 In these models, gains from trade can result from reduced costs arising from economies of scale, from more efficient use of 
resources, from reducing distortions as one moves closer to perfect competition and from increased product variety. 

6 Notwithstanding that within the economics canon, the term “global value chains” is rarely used, offshoring, outsourcing, 
trade in tasks etc. are considered for the present purposes to fall within the rubric of GVCs. 
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lower-value administrative duties.’ The 
implication here is that more routine tasks 
can be moved abroad while higher-value 
tasks will be performed domestically. An 
additional difference between the Feenstra 
and Hanson and the Grossman and Rossi- 
Hansberg models centres on the role of the 
firm itself. In the former, trade is assumed to 
be conducted at arm’s length (i.e. outsourc- 
ing) while in the latter it can be interpreted 
as a transaction within the firm (i.e. off- 
shoring). Antras (2003, 2005) provides an 
important link between the two by enhanc- 
ing our understanding of how firms decide 
where to locate various activities and 
whether or not to exert direct control (i.e. 
the decision to perform the activity within 
the firm or to source it from outside the 
firm). While these models rely mostly on the 
H-O framework, Baldwin (2011) incorpo- 
rates trade in tasks into the economic geog- 
raphy framework of new trade theory 
developed by Krugman and how this relates 
to Canada’s place within North America. 
Thus, while some may argue that with 
the rise of global value chains, comparative 
advantage no longer applies, it is clear that, 
as with prior innovations, each new theory 
builds on the previous rather than replaces 
it. The modern structure of trade supports 
this assertion. As would be expected under 
the classical models, Canada _ exports 
resource and_ resource-based products 
because Canada has been “endowed” with 
significant natural resources such as oil, nat- 
ural gas, minerals and forests, as well as land 
and water for producing agricultural prod- 
ucts. By contrast, countries with an abun- 
dance of cheap labour tend to export 
labour-intensive products. The gradual shift 
in production location of labour-intensive 
products (e.g. textiles, clothing and toys) 
from advanced economies like the United 


States to economies like Hong Kong and 
subsequently to developing economies like 
China and then increasingly to emerging 
economies in South-East Asia, seems to sup- 
port the outcome predicted by classical trade 
theory. The agglomeration of industries pre- 
dicted by new trade theory can also be 
observed, for example, in the auto sector in 
Southern Ontario, the aerospace sector near 
Montreal and similar industrial clusters 
across Canada and around the world. This 
in turn is augmented by new new trade the- 
ory which can explain the observable differ- 
ences in success between firms within 
industries and why some firms thrive in cer- 
tain industries despite apparent odds and 
can even evolve into global champions. As 
Globerman (2011) points out, adding the 
concept of GVCs to theories of trade does 
not render comparative advantage irrele- 
vant. On the contrary, trade occurring at an 
increasingly finer level raises the potential 
for gain. Similarly, if there are gains from 
economies of scale, then being able to aggre- 
gate specialized activities (think for example 
of the rise of firms specializing in HR activi- 
ties, operating call centers or providing IT 
support) may allow for increased gains from 
scale. In this way, GVCs actually magnify 
rather than diminish comparative advantage 
and its associated trade gains. 


e § FIVE 
Be Jt iS 


Declining cost of transportation and com- 
munications technologies are widely 
believed to have driven the rise of GVCs. 
While this may be the case, little work has 
actually been undertaken to test this or to 
understand the drivers of GVCs more gener- 
ally. This is an important gap for a number 
of reasons, but possibly most critically, if it is 
not known what drove the rise of GVCs, it 
will not be possible to know if the trend will 


7 This special feature refers to activities. Distinguishing between tasks and activities is important but beyond the scope of this 


article. 
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continue, stagnate or even reverse and what 
role, if any, policy can play in shaping the 
evolution of GVCs. 

One component of the GVC and trans- 
port cost story is the price of oil. As interna- 
tional transport is a heavy user of oil, there 
is potentially a link between oil prices and 
the costs of international trade. After peak- 
ing in the late 1970s and early 1980s, the 
price of oil fell steadily to a low of about 
US$15 per barrel in 1998. In nominal dol- 
lars, this fall was modest but in real terms it 
was significant. It has been argued that an 
important driver of the growth of GVCs was 
_ this fall in oil prices. This trend was of course 
followed by a sharp rise over the 2000s to 
peak at nearly US$ 150 prior to the global 
financial crisis. 

There is, however, little empirical evi- 
dence that links the decline in oil prices dur- 
ing the 1980s and 1990s to increased trade 
and the rise of GVCs. One of the few studies 
that is consistent with this view is that of 
Bridgman (2008) which finds that high oil 
prices can explain a large part of the slow- 
down in trade growth from 1974 to 1985. 
Indeed, there is much more evidence which 
fails to find that oil prices play an important 
role in the growth of trade or of GVCs. Fur- 
thermore, as oil prices increased by nearly 
ten-fold from trough to peak over the 2000s, 
there was no decline in international trade 
or slowing of the growth of GVCs. Although 
Hillberry (2011) points out that there was a 
switch from air to ocean transport for some 
goods during this period, he also notes that 
the shift was much less pronounced for 
intermediate inputs, suggesting that GVCs 
are less subject to oil price movements than 
are finished goods. In fact from 2000 
onwards trade and oil prices moved in the 
same direction: world manufacturing 
imports, which excludes oil and natural 
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resources (both of which saw their price 
increase over this period), grew quickly 
while oil prices were rising sharply. 

A simple explanation exists for the lack 
of evidence supporting the link between 
higher oil prices and lower trade values. Cal- 
culations based on Statistic Canada’s input- 
output tables reveal that for the air 
transportation and the truck transportation 
sectors, 22 percent and 25 percent, respec- 
tively, of purchased inputs (excluding wages, 
taxes and subsidies) were spent on fuel.® 
While these are fairly sizable sums, the share 
of transportation among other industries’ 
inputs is surprisingly small. For example, in 
Canada’s vehicle manufacturing industry, 0.3 
percent of purchased inputs (excluding 
wages, taxes and subsidies) was spent on 
transportation. Of that, rail transport 
accounted for just over half and truck trans- 
port for about a third. For electronic products 
manufacturing, just under 0.9 percent of 
costs were spent on transportation, with 
more than 70 percent on air transport. Mul- 
tiplying these small shares of total costs spent 


8 Author's calculations based on 1997 data from symmetric (industry by industry) I/O tables provided by Statistics Canada 


using purchaser prices in current Canadian dollars. 
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on transportation by the 2007 share of the 
relevant transportation sector’s use of fuels, 
we see that oil prices account for an 
extremely small share of the total cost of 
inputs for most goods. 

These estimates derive from statistics 
for Canada’s domestic and international 
trade combined. The share of transport in 
total costs can be much larger for interna- 
tional trade as one would expect given that 
the distance travelled would be much larger 
on average and may involve more modes of 
transportation which adds to the cost. For 
the United States, transportation costs as a 
percentage of total input costs for interna- 
tional trade were found to be about 4 per- 
cent in 2004 (Hummels, 2007). If fuel costs 
account for between one fifth to one quarter 
of total transportation costs, fuel costs will 
account for only about one percent of the 
cost of the final good.’ This should not be 
interpreted, however, to mean that oil prices 
do not have an impact on international 
trade or on GVCs. Higher oil prices could 
indeed have a large impact on certain sectors 
and markets. Those items with the highest 
shipping cost-to-value ratio, and the most 
distant markets, would likely be the most 
impacted. As noted earlier, rising oil prices 
have likely already had an impact on choice 
of transportation modes. Significantly 
higher oil prices may not stop the growth of 
GVCs, but it could affect their configuration 
and operation. 

Declining costs of transportation, and 
of sea transport as a result of containerization 
specifically, has been suggested as a potential 
driver for the rise of GVCs. The growing vol- 
ume of goods shipped by container interna- 
tionally appears to coincide with the rise of 
the GVC, which is why the two are often 
associated. From 1990 to 2008, the volume 
of goods shipped by container increased 
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from just over 200 million tons to 1.3 billion 
tons, a more than six-fold increase. The vol- 
ume shipped by other means also increased 
but not by nearly as much. The volume share 
of goods shipped by container increased 
from 5 percent in 1990 (and from almost 
nothing in 1970) to 16 percent in 2008. 
But, the fact that containerized ship- 
ping emerged at the same time as GVCs, 
does not, in and of itself imply causation. An 
important element of the argument linking 
containerization to the rise of GVCs is a 
decline in sea freight costs. Detailed work by 
Hummels (2007) finds only a modest 
decline in sea freight transport costs due to 
containerization after the mid 1980s, after 
having risen sharply from the late 1970s. 
This modest decline in costs does not appear 
to be sufficient to explain the rapid rise of 
trade and of GVCs. However, Hummels does 
find that the largest impact of the innova- 
tion in containerized shipping may not have 
been reduced costs in the traditional sense, 
but rather a reduction in international ship- 
ping times. Regardless of whether or not cost 
savings are expressed in conventional terms, 


9 Based on 2007 near-peak fuel costs. Long-term elevated fuel prices could drive technological innovations or other adapta- 
tions aimed at saving fuel and lowering costs, e.g. reducing speed or decommissioning older vessels. 
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the net economic effect is that faster ship- 
ping times yield lower transportation costs— 
because “time is money.” Hummels (2001, 
2007) also shows that while containerization 
use increased, the use of air transportation 
to ship goods was also rising dramatically as 
its price declined. The share (by value) of 
Canadian trade that occurs by air has 
increased substantially. In 2008, more than 
one quarter of Canadian exports (by value) 
to non-U.S. destinations occurred by air. 
And, this is somewhat understated due the 
high proportion of resources in Canadian 
exports, which are generally shipped by sea. 
The share is substantially higher for more 
manufactured products, with those sectors 
that posted the fastest growth in trade in 
intermediate goods also showing a particu- 
larly high use of air transport. The evidence 
therefore suggests that speed of transport has 
played an important role in the global frag- 
mentation of production, at least with 
respect to intermediate goods. Evidence has 
yet to be established for such a link with 
respect to services, although services involv- 
ing the movement of people primarily by air 
would certainly witness a similar effect. 


The case for the role of information 
and communications technologies (ICTs) is 
equally complex. The special feature 
included in the 2007 State of Trade report 
also provided information on telecommuni- 
cations which illustrated a dramatic fall in 
telecommunications costs with a particu- 
larly sharp decline in recent years. Hillberry 
(2011) investigates the relationship between 
telecommunications and information tech- 
nologies and GVCs. His model is based on 
that of Jones and Kierzkowski (1990) in 
which these services are treated as comple- 
ments to imported intermediate inputs. By 
linking those sectors that make use of ICT 
services through input-output tables he is 
able to compare the usage of ICT services 
with resulting fragmentation of production. 
Hillberry, however, is not able to find con- 
vincing empirical evidence that ICTs drove 
fragmentation of production. 

Interestingly, Hillberry does find that 
the entrance of new countries into the 
global economy, and of formerly communist 
countries in particular, seems to be an 
important factor driving the fragmentation 
of production. He hypothesizes that what 
may have been most important was the 
unique characteristics of these countries, 
namely their relatively low wages but high 
levels of education, especially in technical 
fields. But he also notes that this effect had 
largely run its course by 1996. 

Although their transition from closed 
to open economies was less demarcated, the 
opening of such economies as India or Brazil 
would have likely played a similar role in the 
rise of GVCs. In these cases, as well as for the 
formerly communist countries, the removal 
of tariff and non-tariff barriers are an impor- 
tant component of “opening”. Baier and 
Bergstand (1999), for example, find that 
reductions in tariff rates were three to four 
times as important for the growth of global 
trade as were declining transport costs. Tariff 
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Fvolution of Global Value Chains 


The 


rates are particularly important for GVCs as 
tariffs can potentially be magnified as they 
are applied to both inputs as well as the final 
output. Other barriers to trade (i.e. non-tariff 
measures and regulatory requirements) are 
likely to be just as important and would also 
extend to services. 

To summarize, very little systematic 
empirical work has been performed to assess 
the drivers of the growth of global value 
chains and more work is definitely needed 
on this important topic. The work to date 
suggests that containerized shipping may 
have played a role, but developments in air 
transport were most important for the frag- 
mentation of goods production and would 
likely play an important role for services as 
well. Given that air transport is the most 
expensive way to ship goods and that trade 
did not appear to be overly impacted by the 
rise in oil prices over the 2000s, rising oil 
prices will likely not be the critical factor 
in determining the continued growth of 
GVCs. Although ICTs and the declining 
costs of telecommunications are often cited 
as a driver for the growth of GVCs, there is 


currently little hard evidence to support this 
belief. There is some evidence that formerly 
communist countries entering the global 
economy during the past decades was an 
important factor behind the rise of GVCs, 
but that effect has mostly dissipated. Declin- 
ing tariff rates and more general market 
opening likely played an important role as 
well. This last, being directly under the con- 
trol of policymakers, may prove to be the 
most important. 
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No reliable method exists to measure global 
value chains (GVCs) or to determine how a 
country such as Canada fits in. Indirect 
methods must be relied upon instead, such 
as using existing measures of international 
commercial engagement, from data pre- 
sented in the United Nations BEC, and from 
input-output tables. 

Making use of existing sources of data, 
for Canada, it can be seen that trade (exports 
plus imports) increased about 50 percent 
faster than nominal GDP over the 1990 to 
2008 period.'® This result indicates the 


10 The recent global economic crisis is excluded here. That said, the general trends remain the same when data for 2009 and 


2010 are included. 
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Growth In Global Value Chains in Canada 
Growth Relative to Canadian GDP, 1990-2008 
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increased importance of international mar- 
kets to Canada’s economy. Trade in commer- 
cial services increased even faster, which 
likewise illustrates their growing importance. 
Inward and outward FDI stocks also increased 
faster than goods trade which supports the 
idea that international commerce is replacing 
the increasingly-dated concept that interna- 
tional transactions are mostly about trade. 
The growing importance of “intellectual” 
trade is reflected in the burgeoning interna- 
tional flow of royalties, licence fees and R&D 
innovation. In this regard, Canada is preem- 
inent, an important harbinger for its contin- 
ued economic success. 

The United Nations Broad Economic 
Classification (BEC) system! can be used to 
evaluate broad trends in global value chains. 
The data are readily available for a wide 
range of countries but provide only a simple 
breakdown of capital and goods (intermedi- 
ate and final). Because it is limited to goods, 
using the BEC data will miss the more 
dynamic changes occurring in services trade. 
That said, goods still account for the bulk of 
Canada’s international trade. 


Exports by Type 


Growth 
(2000-2008) 


Capital 


Intermediate 


Consumption 


0 20 40 60 80 100 120 140 
Percent 


Data: UN Comtrade. 


A simple measure of comparative 
advantage is to compare the level of exports 
and imports in a given year with a net sur- 
plus representing a sign of comparative 
advantage. Based on the BEC classification 
system, by this measure Canada is a large net 
exporter of intermediate goods and net 
importer of both capital goods and con- 
sumer goods, the latter being the stronger. 
Furthermore, Canadian exports of interme- 
diaries are growing faster than imports while 
the reverse is true for both consumption and 
capital goods, implying that the demon- 
strated comparative advantage in intermedi- 
aries is getting stronger. Comparing Canada 
to the world supports the view that Canada 
specializes in intermediates. By contrast, the 
United States, with its large overall deficit in 
merchandise trade shows a deficit in all 
three goods categories (services trade, for 
which the United States posts a surplus, is 
not included). But, the smallest deficit is in 
capital equipment. Capital equipment also 
accounts for a larger share of U.S. exports 
than the world average, potentially suggest- 
ing an advantage in that category. 
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Broad statements like this, however, are 
of limited value. It is not surprising, for 
example, to find that Canada has an appar- 
ent advantage in intermediates, which 
includes resources. It is also not a surprise 
that this advantage seems to be strengthen- 
ing given the rise in resource prices over the 
past number of years. A more informative 
measure of Canada’s participation in global 
value chains involves the use of data pre- 
sented in input-output tables, which provide 
estimates of the proportion of intermediate 
goods used as inputs in production. Such 
tables also break down intermediate inputs 
into imported and domestically produced 
goods. One disadvantage of these tables is 
the implicit assumption that a given 
imported input and its domestically pro- 
duced equivalent are used in equal propor- 
tion in production (i.e. as an input in a 
manufacturing process) and in consumption 
(i.e. aS a Consumer good). 

In terms of the share of imports that are 
intermediate inputs, a strong trend towards 
GVCs is not observed. There is a modest 
increase for the economy as a whole over the 
1990s, but this amounts to an increase of 
only two percentage points, and then falls 
back somewhat since. For manufactured 
imports, the share at the end of the series is 
only modestly higher than at the beginning. 
Thus, according to this measure, imports of 
final products are growing at about the same 
rates as intermediate inputs. This corre- 
sponds to trends observed in the BEC data 
which shows intermediates growing about as 
fast as capital and finished goods. 

Another method to measure Canada’s 
participation in GVCs involves determining 
the share of intermediate inputs that are 
imported (as opposed to the composition of 
imports as in the previous discussion). Here 
we see exceptionally strong growth. For the 
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total economy the share of imported inter- 
mediate inputs in total intermediate inputs 
nearly doubles from 6.5 percent in 1961 to 
11.6 percent in 2006. This is a fairly substan- 
tial increase considering the huge value of 
intermediate inputs in the economy and the 
many that would be considered non-tradable. 
For manufactured intermediate inputs the 
increase is even more pronounced, growing 
from 24.1 percent in 1963 to a peak of 73.2 
percent in 1998 before falling back to 64.8 
percent in 2006. 

Input-output tables can also be used to 
examine Canada’s economic performance 
with respect to imports of intermediate serv- 
ices inputs. In professional services we see 
one of the strongest gains with less than 7 
percent of intermediate inputs being sup- 
plied from abroad in the early 1960s’” to a 
peak of 21.3 percent in 1998—a three-fold 
increase—followed by a sharp decline in the 
2000s. The share of professional services in 
total inputs increased even more dramati- 
cally, from 1.2 percent in the early 1960s to 
5.7 percent in 2006—a nearly five-fold 
increase. This creates a somewhat more 


12 A figure of 14.1 percent is obtained for 1961, but quickly falls suggesting that there may be a data issue with the first 


period in the series. 
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nuanced interpretation of GVCs. Firms used 
to perform these activities within the firm. 
As they begin to purchase them from out- 
side, these activities are no longer captured 
under manufacturing but under services; 
this also helps to explain the growing share 
of the service economy in most western 
economies. It wasn’t only the growth of 
services, but the shift of some activities from 
being performed within the firm to outside 
the firm. But once an activity can be pur- 
chased from outside the firm it can also be 
purchased internationally through either 
offshoring or outsourcing. 


Offshoring and Outsourcing in 
Canada"? 

The concepts of offshoring and outsourcing 
are intimately related to GVCs. In other 
words, global value chain is the “noun” that 
represents a globally interconnected network 
of activities, while offshoring and outsourcing 
are the “verbs” that describe the movement 
of activities as the GVCs are formed and the 
trade flows these activities generate. 


13 Outsourcing will refer to offshore outsourcing. 
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Offshoring is essentially the movement 
abroad of an activity that continues to be 
performed within the ownership structure of 
the firm. For example, a manufacturer closing 
an assembly plant in Canada and opening 
another plant in a foreign country is engaged 
in offshoring. By contrast, inshoring occurs 
when an activity that was once performed 
abroad is moved into Canada. Outsourcing 
occurs when the activity is purchased from a 
supplier outside the ownership structure of 
the firm. For example, a call centre is closed in 
Canada and a contract awarded to a firm that 
supplies call centre services from a foreign 
location. Like offshoring, outsourcing has its 
opposite—insourcing—which occurs when a 
firm replaces a foreign supplier with a domes- 
tic supplier. 

Although there has been a great deal of 
attention given to offshoring and outsourc- 
ing in the media and in policy circles, it 
turns out that both of these trends are rela- 
tively subdued. Possibly even more impor- 
tantly, the trends appear to be much more 
circular than is commonly thought; a 
roughly similar number of activities appear 
to be moving into Canada as out. 
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Global Circulation of Business Activities 


Offshoring 
Canada l Of Firms MoM 
of All Industries: 1.9% 


Manufacturing: 5.2% 


Percentage Of Firms 
All Industries: 1.8% 


Man 7 


Inshoring 


Data: Statistics Canada — SIBS Survey. 


Between 2007 and 2009, only 1.9 per- 
cent of companies located in Canada 
(including foreign companies) offshored a 
business activity. In the manufacturing sec- 
tor, the rate was 5.2 percent— more than 
twice as great, but still small. More striking, 
however, is that the movement is circular: 
nearly the same proportion (1.8 percent) of 
firms located in Canada and 5.0 percent of 
manufacturers moved activities into Canada 
(i.e. inshored).* 

Within individual industries, there is a 
high degree of correlation between off- 
shoring and inshoring. This suggests that 
some industries are simply more footloose 
than others and as a result are more likely to 
move activities both out of Canada as well as 
into Canada. 

Within the manufacturing sector, these 
industries include those producing electron- 
ics and related products, such as household 
appliances, telephone apparatus and radio 
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and television broadcasting equipment, as 
well as transportation equipment, and some 
specialized machinery. 

The number of industries for which 
there is net offshoring (percent of firms indi- 
cating that they offshore is greater than the 
number that inshore) only slightly out- 
weighs the number of industries for which 
there is net inshoring. Within manufactur- 
ing the number of firms moving activities 
into Canada is greater than those moving 
activities out of Canada in motor vehicle, 
broadcasting equipment, communications 
equipment, pharmaceuticals as well as a 
number of resource processing sectors. The 
reverse is true (net offshoring) mainly in 
electronics producing industries. 

Larger firms'’, are far more likely to 
move activities...both in and out of Canada. 
From 2007 to 2009, 17.6 percent of large man- 
ufacturing firms relocated activities out of 
Canada while 12.1 percent moved activities 
into Canada, compared to only 3.5 percent 


14 The data do not allow us to know the actual value of what was offshored or inshored or the employment associated with 
those movements and therefore we cannot know to what extent the scale of one is greater or less than the other. 


1S Large firms are those with more than 500 employees, while medium employ between 100 and 500 and small firms less 


than 100. 
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and 3.1 percent, respectively, for small firms. 
While large firms were much more likely to 
offshore activities compared to inshoring 
activities (17.6 percent compared to 12.1 per- 
cent), small firms were more likely to do the 
reverse (3.1 percent for offshoring compared 
to 3.5 percent for inshoring). In terms of num- 
bers, small firms carry significant weight, but 
much less so when values are considered. 

A key aspect in the conceptual frame- 
work of global value chains is the idea of 
activities. While firms are usually organized 
by industries (such as the electronics industry) 
there can be a great deal of variation with 
respect to how firms organize themselves 
within an industry. For example, one firm 
may choose to be an integrated producer with 
most activities taking place within the firm 
and within the home country while a com- 
petitor may focus on a few key activities and 
offshore or outsource much else. The Survey 
of Innovation and Business Strategy (SIBS) 
identifies 14 business activities (See chart) that 
are integral to the operation of most firms.’ 
Understanding the “footloose” nature of 
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these fourteen activities (i.e. whether or not 
they are likely to be inshored or outshored) is 
crucial to understanding how GVCs work, 
and Canada’s global business operations 
within them. 

Of these fourteen activities, the most 
footloose activity (the activity most likely to 
be offshored or inshored) is the production of 
goods. In terms of offshoring, the production 
of goods was nearly four times as likely to be 
offshored as the next most footloose activity, 
distribution and logistics. For inshoring, pro- 
duction of goods was about three times as 
likely to be inshored as the next most com- 
mon activity. Overall, firms are more likely to 
inshore than offshore provision of services as 
well as distribution and logistics, call centers 
and R&D, which may suggest that Canada 
has a comparative advantage in these activi- 
ties. On the other hand, net offshoring is 
observed in data processing, ICT, legal and 
accounting services, among others. Calcula- 
tions of net inshoring or offshoring must be 
interpreted with caution as we only have 


16 The list of business activities is consistent with that used by Eurostat and by Michael Porter in “The Competitive Advan- 


tage of Nations.” 
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Top Motivations for Offshoring or Outsourcing* 


- Manufacturers 
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figures of the number of firms having off- 
shored or inshored and not the scale of the 
activities being moved. 

Outsourcing involves buying a good or 
service from abroad that may have at one 
point been produced internally or con- 
tracted out to a Canadian company.'” Not 
surprisingly, this is far more common than 
offshoring as it does not involve equity 
ownership of operations abroad. Overall, 
4.1 percent of firms outsourced between 
2007 and 2009, but the share was much 
higher for manufacturers, of which 10.1 
percent outsourced over that period. By 
comparison, only 1.9 percent of firms and 
5.2 percent of manufacturers offshored over 
the same period. 

For manufacturers, the most common 
activity to be outsourced is the production 
of goods, followed by provision of services, 
distribution & logistics and marketing and 
sales. These results also reveal information 
about the types of activities that companies 
tend to like to do themselves abroad and 
those that they are willing to buy at arms 
length. For manufacturers, legal services are 
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far more likely to be purchased at arms 
length as indicated by the relatively high 
share in outsourcing (0.7 percent) compared 
to offshoring ( 0.3 percent). This is a reas- 
suring result given the known preference for 
frequently hiring outside legal counsel, par- 
ticularly in foreign markets. There is also a 
strong preference for contracting the provi- 
sion of services, production of goods, and 
software development. By contrast, compa- 
nies are more likely to retain financial man- 
agement, HR and accounting services 
in-house. 

Firms participating in the SIBS survey 
that either outsourced or offshored activities 
indicated that by far the most important rea- 
son for doing so was cost. Reduction of non- 
labour cost was indicated as the most 
important factor while reduction of labour 
costs was ranked second. This was the case for 
manufacturers and non-manufacturers alike. 
Although substantially less important than 
costs, access to new markets was cited by 
manufacturers as the third most important 
factor while non-manufacturers ranked access 
to specialized knowledge and technologies 


17 Once again “outsourcing” refers to offshore or foreign outsourcing. 
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third. Both groups indicated that lack of avail- 
able labour, and taxes or other financial 
incentives were not particularly important 
factors. These results show that, and as one 
might expect, the most important factor driv- 
ing firms to outsource is indeed costs. This 
also supports the view that it is predomi- 
nantly pull factors that drive offshoring and 
outsourcing: the emergence of large supplies 
of low-cost labour, as well as large and grow- 
ing markets are driving offshoring and out- 
sourcing, rather than push factors that make 
Canada an unappealing location from which 
to do business. Again, this would be consis- 
tent with the earlier findings that these move- 
ments are part of a circular flow and not a 
one-way exodus. 

Roughly one fifth of firms surveyed 
indicated that they encountered obstacles 
when conducting offshoring or outsourcing. 
Interestingly, the proportion was about the 
same for small firms compared to the average. 


| 
| 
| 
| 


For respondents overall, foreign legal or 
administrative obstacles were identified as 
being most significant, followed by language 
or cultural barriers and distance to producers. 
For manufacturers (shown) the priorities were 
somewhat different. Distance to producers 
was identified as the most important barrier 
followed by difficulties in identifying poten- 
tial or suitable suppliers and language or cul- 
tural barriers.'* For both manufacturers and 
non-manufacturers alike, identifying suppli- 
ers and dealing with language and cultural 
issues and foreign legal or administrative 
issues were identified as being significant, 
which supports the role of the Canadian trade 
commissioner service (TCS) in overcoming 
these obstacles. Tariffs also rank among the 
top obstacles for manufacturing firms, 
suggesting the need for continued tariff 
reductions. Interestingly, concerns about off- 
shoring and outsourcing conflicting with 
social values, concerns of employees and IP 


18 Importance of obstacles are based on combining high and medium responses. There are some instances, however, where 
a response was marked high for a significant share of respondents without a correspondingly large medium share which 
lowers the overall score for that response. Specifically, for all industries, Canadian legal or administrative barriers would 
be ranked first based on high responses alone, while tariffs would have been ranked second for manufacturers. This may 
indicate that while these obstacles were not as widespread, for the firms that faced them, they were extremely important. 
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concerns were all identified as least impor- 
tant for both groups, which may point to 
the ability of firms to address those issues 
themselves. 
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Global production is increasingly being gov- 
erned by global value chains (GVCs). The 
tise of GVCs has been driven by both tech- 
nological as well as policy developments. 
While improvements in ICT and falling 
costs of transportation and telecommunica- 
tions have likely played an important role, 
solid empirical support is still lacking. Only 
the important role of air transportation has 
been well established and even here a greater 
understanding is required, particularly for 
services trade. Among the policy drivers, the 
integration of new participants into the 
global economy has been found to be an 
important driver as has the related declining 
tariff rates and other barriers to trade. 
There is good reason to believe that all 
participants, including Canada, are benefit- 
ing from the emergence of global value 
chains. Trade at a more fragmented level and 
in services magnifies the potential gains from 
trade. Indeed, Canadian companies and 
workers can benefit as some low-skilled activ- 
ities are offshored, which increases the pro- 
ductivity and competitiveness of Canadian 
companies and translates into more and bet- 
ter paying jobs for Canadians. This is sup- 
ported by the data, which show that as some 
activities are offshored, others are inshored. 
The extent to which Canada can pros- 
per within this rapidly changing global eco- 
nomic landscape will depend on Canada’s 
ability to create an economic environment 
that attracts and retains high-valued activi- 
ties that will ensure a high and improving 
standard of living for all Canadians. 
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